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THE BANKING SYSTEM OF MEXICO, 

Chapter I. — General scope of the system. 

The banking system of Mexico is based upon a plurality 
of banks of issue, with a single institution at the center 
without numerous branches, but maintaining a large 
metallic reserve and supporting the local banks by redis- 
count. The system thus combines some of the features 
of the central bank system, which is all but imiversal in 
Europe, with the system of isolated independent banks of 
issue which prevails in the United States. 

While there are several banking institutions of impor- 
tance which date back more than a generation, the Mexican 
system as now constituted is the result of a complete 
reorganization by Mr. Limantour, the Minister of Finance, 
in 1897. It was then that a sharp line was drawn between 
banks of issue, dealing with commercial credits, and banks 
for mortgage loans and for promotion, authorized to deal 
with their respective classes of business. In the reorgan- 
ization the National Bank of Mexico, which had for a time 
a practical monopoly of note issue, was left in a position of 
influence at the center of the new system, but banks of 
issue were permitted in the different states under condi- 
tions which, without establishing an absolute monopoly, 
tended to encourage the creation of one strong bank in each 
state. An auxiliary organ of the state banks, not con- 
templated by the law, has arisen in the form of the Banco 
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National Monetary Commission 

Central, or central bank, which acts as clearing agent in 
the City of Mexico for the state banks and affords a bond 
of union among them which permits cooperation in critical 
situations. 

When the law^ of 1897 was enacted, it was supposed to 
restrict banks of issue to commercial business. Some 
abuses of the privileges of these banks, however, led to still 
further restrictions upon their field of. operations by a law 
of 1908. The tendencies which developed in Mexico, 
as well as in the United States, to participate in S3mdicate 
operations and to loan too large a proportion of the assets 
of the bank to a single institution were checked by new 
prohibitions, which carried out in greater detail the pur- 
pose of the original law. To remove assets which were 
valuable, but not readily convertible, from the banks of 
issue, a new institution was created for loans to irrigation 
works and for the encouragement of agriculture. 

Chapter II. — Banking development prior to iSgj, 

The history of banking in Mexico prior to the steps taken 
in 1896 to bring about unity of system was that of a few 
banks, largely financed from abroad, having special con- 
cessions and acting according to no uniform requirements 
as to circulation, reserves, and other obligations of sound 
banking. Up to 1864 ^^^ banking business was done by 
large mercantile houses having foreign relations. Ad- 
vances were made in connection with commercial opera- 
tions, such as are still made by sugar refiners to growers' 
and by distillers to producers of the materials for alcohol. 
These houses in some cases issued certificates of deposit in 
the form of bills, but they were filled in for the uneven 
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amounts deposited, as with the notes issued in England by 
the goldsmiths in the seventeenth century, instead of 
being issued for fixed sums. 

The first real banking office established in Mexico was a 
branch of the London Bank of Mexico and South America, 
which became later the Bank of London and Mexico 
(Banco de Londrfes y Mexico). This branch was estab- 
lished in 1864, without any special concession or authority, 
and was subjected to violent opposition by the old com- 
mercial houses, which gained support from the fact that it 
did not make public its accounts. It nevertheless attained 
a considerable degree of success, thanks to its skillful man- 
agement, scrupulous fulfillment of its obligations, and 
absence of speculative loans to the Government, and intro- 
duced to some extent the use of bank notes.* 

This bank was for some time without a serious com- 
petitor except among the commercial houses. About 
1875 two or three small banks were founded in the state of 
Chihuahua under authority of the local government, 
which issued notes to bearer, payable in copper or silver. 
At about the same time (in 1879) ^^ oldest institution of 
credit in Mexico, the Monte de Piedad, whose foundation 
extended back to the eighteenth century, obtained author- 
ity to carry on banking operations and to issue certificates 
of deposit payable to bearer on demand. The use which 
was made of this authority did not, however, prove profit- 
able, and it was ultimately allowed to fall into disuse. 

It was about the time of the first administration of 
President Diaz that the serious economic development of 
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Mexico began and foreign capital poured into the country 
for the construction of railways. An important banking 
foundation naturally followed. A special concession was 
granted by Congress in 1881 to the Franco-Egyptian Bank, 
which afterwards became the International Bank of Paris, 
to establish a bank of issue in Mexico. The conditions of 
the concession were that the circulation should always be 
covered by readily negotiable securities, and should not 
exceed in amotmt three times the cash reserve. No mo- 
nopoly was granted by this concession, but the charter was 
in the nattue of an official indorsement, in order to produce 
a favorable impression upon the public. The bank was, 
however, given the functions of cashier for the State. 

The new institution was named the National Bank of 
Mexico. The capital was fixed at $8,000,000, divided into 
8,000 shares of $100 each, and was paid up in the pro- 
portion of 40 per cent.** Another institution, the Mexican 
Mercantile Bank, sprang into existence without any 
special concessions, and continued in business until 1884, 
when it was absorbed by the National Bank. Deficient as 
was the banking equipment of Mexico, the creation of 
such banking facilities brought down the current rate of 
interest from above 12 per cent to 9 and 8, and ultimately 
in some cases to 6 per cent. 

The first attempt to introduce uniform legislation in 
regard to banks was made in the Code of Commerce pre- 

o The dollar sign is used in this paper for the peso, which has continued 
for several centuries to be the name of the Mexican monetary unit. The 
value of the peso, or dollar, was $1,012 in the present standard of the 
United States, while gold and silver remained at i6 to i. As the value of 
silver bullion declined, the gold value of the peso declined, approximately 
pari passu, until the monetary reform of 1905. 
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pared in 1884. In the spring of that year Mexico was 
taught the lesson which Belgium had learned thirty years 
earlier and which other countries have learned at various 
times which have sought to base the issue of demand 
liabilities upon long-term loans. The Monte de Piedad, 
although it held a cash reserve of $2,480,000 against a 
circulation of $4,327,000, fotmd its position threatened. 
The fact was suddenly realized that the reserve constituted 
the only available resotuce for the redemption of the 
notes, because the remainder of the assets were locked up 
in mortgages for long terms. PoUtical disorders com- 
pleted the distrust which was produced by these condi- 
tions, a run was made for the redemption of notes, and the 
institution was compelled to suspend. Outside aid was 
obtained, and the bank was kept upon its feet, but its 
experience brought home in a striking manner to the 
legislators as well as to the financial world the inadequacy 
of long-term investments for meeting liabilities payable 
on demand. 

It was undertaken in the Code of Commerce to lay down 
general rules for the incorporation of banks. Existing 
concessions were recognized, but the right to grant new 
concessions was taken from the local authorities and vested 
exclusively in the Federal Government. The issue of 
notes without a concession was prohibited, and the limit 
of circulation was fixed at three times the metallic reserve. 
One-third of the circulation might be secured by a deposit 
of money or securities of the public debt. The amotmt of 
notes outstanding was subject to a tax of 5 per cent, and 
banks were required to make monthly publication of 
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the state of their reserve. No attempt was made to pre- 
scribe the character of paper to be discounted or even to 
forbid mortgage loans, such as had wrecked the Monte 
de Piedad. 

Under this general law many local banks were projected 
and some were established, but many projects proved 
abortive, and the thorough organization of the banking 
system awaited the installation of Mr. Limantour as 
Minister of Finance in 1893. He saw at once the danger 
of a situation in which there was no real uniformity of 
system or effectiveness of regulation and decided to grant 
no further concessions until these conditions had been 
modified. After laying down a few fundamental prin- 
ciples in the law of June 3, 1896, he appointed a special 
committee to prepare a new project to work out these 
principles in detail, constituting the committee of repre- 
sentatives of the National Bank of Mexico, the Bank of 
London and Mexico, the Mortgage Bank, and several 
prominent financiers, including Sefior Joaquin D. Casasus, 
afterwards ambassador to the United States. A careful 
and exhaustive report on the principles of sound banking 
and the system best adapted to conditions in Mexico was 
prepared by this committee, approving the fundamental 
principles which the minister laid down and authorizing 
him to prepare the definitive project, which became the 
law of March 19, 1897. 

Chapter III. — The banking law of 18^7, 

The essential feature of the law of March 19, 1897, so 
far as it related to banks of issue, was the abandonment 
of the system of monopoly of note issue, but the extension 
of regulations conforming to the rules of sound banking 
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over all banks to be in future established. The federal 
banking system was in future to recognize three classes 
of institutions — ^banks of issue, issuing notes payable to 
bearer on demand ; mortgage banks, issuing mortgage bonds 
to cover loans on real estate ; and banks of finance or pro- 
motion, issuing treasury bonds to cover loans to industry 
and agriculture for short terms, but longer than the term 
of the usual commercial loan. 

The mortgage banks of Mexico are of the usual type 
existing in Europe — issuing bonds for even amounts and 
for long terms, capable of easy transfer in the open market. 
The object of the so-called banks of promotion, or finance 
banks, was to extend credit to agricultural and to mining 
enterprises. The essential difference between them and 
the mortgage banks was the term of their obUgations, 
which was limited in 1897 to a maximum of two years, 
extended in 1908 to three years. The funds thus obtained 
are loaned to mining and agricultural enterprises for a 
corresponding period, not exceeding three years. This 
term was adopted in order to afford sufficient time for the 
completion of the transactions for which the money was 
advanced, and in case of a bad year to permit the enter- 
prise to recoup in the year following. The security for 
such loans is the tools, machinery, etc., employed and the 
fruits of the enterprise. The instability of *mining opera- 
tions made it necessary for the banks to require reports 
from experts that the proceeds of operation would be 
sufficient to repay the loan. In cases where advances 
were made, the bank was invested with the right of super- 
vising closely the management of the enterprise and 
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especially to note if the funds advanced found the employ- 
ment for which they were destined. Moreover, the 
products of the enterprise were remitted to the bank as 
they were realized. ** 

These restrictions were so severe that the finance banks 
were availed of only to a very limited extent. Apart 
from the tmwilUngness of the borrower to make a loan 
under such restrictions, the demand from the investor 
for short-term bonds proved very limited, since they con- 
stituted neither a permanent investment nor a resource 
immediately realizable.^ The new form of bankmg 
charter did not, however, prove entirely futile. It 
afforded an opportunity for the creation of at least one 
important institution of a special character which con- 
tributed much to the banking development of the 
country. This was the Banco Central, which became 
a sort of clearing agent for the state banks, and did 
much in binding them together in effective cooperation.*' 

The abandonment of the system of monopoly of note 
issue required negotiations with the National Bank, with 
a view to modifying its existing privileges, the regulation 
of other existing banks, and provisions which should 
attract capital into the proposed new banks. The new 

« Banking law of 1897, art. 90. 

6 Favre, pp. 51*54. 

c As this monograph is concerned chiefly with commercial banking, it 
has not been deemed necessary to go into great detail in the text regarding 
the mortgage and finance banks, but their scope and purpose will be found 
set forth in the report of the Finance Minister, given in full as Appendix 
A, and in the text of the law, given as Appendix B. 
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fabric did not involve restrictions upon private banks, 
several of which were well established in Mexico. In 
order to avoid confusion, however, the use of the term 
"bank" by institutions organized outside the statute 
was ultimately limited by a presidential decree of May 
28, 1903. It was then provided that the word could not 
be used except by corporations legally constituted or by 
branches of foreign banks which satisfied the Minister of 
Finance of their standing and conformed to Mexican law 
Existing corporations already using the name in Mexico 
might continue to do so by appending to their title the 
words, "sin concesi6n" (without franchise).® The fact 
was appreciated, however, that the forms of banking 
organization proposed by the law might not meet all the 
requirements of banking operations in the Republic. It 
was accordingly provided that an individual or a cor- 
poration might continue to receive concessions, but that 
in the case of joint-stock companies claiming limited 
liability, they should be organized according to the laws 
of the country. Institutions not falling within the scope 
of the three classes of banks recognized by the new law 
were to continue to be governed by the general laws of the 
Republic until such time as special laws might be enacted. ^ 
Foreign institutions issuing notes payable to bearer were 
forbidden to open agencies or branches in the Republic 
for the circulation or redemption of such notes. "" 

a Decree of May 28, 1903. Instiiuciones de Cr^dito: Leyes y Circuiares 
Relaiivas, pp. 41-42. 
& Banking law, art. i. 
<^ Banking law, art. 13. 
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The arrangements made with the National Bank of 
Mexico involved concessions satisfactory to both sides, 
which did not impair essentially the power of the bank 
or its position toward the Government, but required the 
abandonment of the pledge previously given by the 
Government, that it would not permit the creation of 
additional banks of issue.** It was the aim of Mr. Liman- 
tour to extend the advantages of credit institutions to 
all the productive parts of the Republic by the creation 
of a system of local banks, meeting the varied require- 
ments of each state. It was not his desire, however, to 
throw the field open to promiscuous competition, like 
that invited by the national banking law of the United 
States. It was necessary, in order to carry out this pro- 
gramme and to afford a powerful attraction to the invest- 
ment of capital, to offer special inducements to the first 
comers. With this object was adopted the system of a 
single bank of issue in each state, which should have a 
quaUfied monopoly in the local field. The new law did 
not prohibit the fotmdation of more than one bank in 
each state, but it accomplished this limitation practically 
by extending special privileges for a term of years to the 
first bank of issue to which a charter might be granted. 

The granting of new charters, however, was not auto- 
matic, and was hedged about with careful restrictions. 
A bank of issue could not be founded with a less capital 
than $500,000, which was raised by the law of June 19, 
1908, to $1,000,000 for banks which might thereafter be 
estabHshed. The express authorization of the Depart- 
ment of Finance was made necessary for the increase 

o The terms of this arrangement nre set forth elsewhere. 
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or diminution of banking capital, and no bank could be 
organized until the capital had been fully subscribed and 
at least 50 per cent in cash paid in. Those seeking a 
concession for any institution of credit organized under 
the law were required to deposit in the treasury or in the 
National Bank of Mexico government bonds of a nominal 
value equivalent to at least 20 per cent of the sum which 
the bank was required to have in hand in order to be 
incorporated. The preUminary concession might be 
granted to private individuals, not less than three in 
number, but they must show within four months that 
they had organized a joint stock company to operate 
the concession and had transferred the concession to such 
company.* 

The duration of new bank charters was not in any case 
to exceed thirty years from the date of the enactment 
of the law for banks of issue and fifty years for the other 
classes of banks. By this provision the privilege was 
reserved to the Government of revising the general bank- 
ing law at stated periods and making the new require- 
ments applicable at once to all the banks. . 

The special privileges conferred upon the banks author- 
ized by the law of 1897 consisted chiefly of exemptions 
from taxation. These exemptions were generous enough 
to afford to the bank, for a time at least, sufficient advan- 
tage to discourage competition under the federal law. 
They were in brief as follows: ^ 

Capital, dividends, and issues of securities were ex- 
empted from all forms of taxation, federal, state, or 

a Banking law, arts. 8-11. 6 Banking law, arts. 1 21-128. 
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municipal, except the usual tax on buildings and certain 
stamp taxes. 

Stamp duties were remitted on documents used by- 
institutions of credit in their internal management or on 
documents passing between the head institution and its 
agencies or branches, provided such documents did not 
create rights in favor of the bank or of third parties for- 
eign to the institution. 

Stamp duties were not required on contracts entered 
into by institutions of credit with the Federal Govern- 
ment or with the governments of states and municipal 
corporations. 

Stamp duties were not required on summaries of 
accounts, advices of payment for receipt, drafts, bills of 
exchange, promissory notes, telegraphic or other forms 
of transfer of money, in cases relating to business done 
with the federal, state, or municipal governments of 
Mexico. 

In the case of bank notes, mortgage bonds, certifi- 
cates of deposit, and treasury bonds put in circulation, 
checks drawn by or upon a bank, the amoimt of the stamp 
required, whatever the amount mentioned m the contract, 
was limited to 5 cents. 

'Notarial contracts and loans, sureties, pledges, or 
mortgages in favor of or against institutions of credit were 
limited to a stamp duty of two tenths per cent, except where 
the general laws imposed a lower rate. The same con- 
tracts when drawn up in private form were limited to a 
stamp rate of one tenth per cent. 
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Fees of experts, notaries, and other persons whose 
remtineration was fixed by schedule by local laws were 
required to be reduced in the case of institutions of credit 
to two-thirds of the schedule rate. In no case was it per- 
mitted that local enactments should be observed which 
authorized higher charges because one of the contracting 
parties was a corporation. 

It was provided that the States of the Federation should 
not impose any tax on banking business, properly so 
called, when transacted by institutions of credit, except 
on mortgage loans, where the rate should not exceed one- 
quarter of I per cent on the amount of the transaction. 
All these exemptions and special privileges were to run for 
twenty-five years from the date of the law. These pro- 
visions applied equally to mortgage banks as well as to 
banks of issue. The provision which protected the com- 
parative monopoly of the first bank of issue in each State 
was that these regulations should benefit only the first 
bank estabUshed in each of the States or federal territories, 
and that concessions for other banks of issue could be 
granted only with the understanding that the new bank 
should be subject to all the taxes imposed by general law 
and to a special tax of 2 per cent per annum on paid-up 
capital. This tax was to be paid to the Federal Govern- 
ment at the end of each quarter.** 

So rapidly did banks multiply under the provisions of 
the law of 1897 that it was deemed prudent as early as 
1905 to check their ftuther extension. It was accordingly 
provided that no further charter for a bank of issue should 

» Banking law of 1897, art. 129. 
8648 — 10 2 17 
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be granted tintil after December 31, 1909, and that those 
granted after that date should not carry the exemptions 
from taxation accorded to the first banks.** After the 
disturbances of 1907 and 1908, it was deemed best to ex- 
tend the limit of time, within which new charters would be 
refused, imtil March 19, 1922.* As this date was exactly 
coincident with the period for which the first banks were 
to enjoy their exemptions from taxation, it was tantamount 
to a decision by the Government that the latter should 
enjoy, without further competition, their qualified mo- 
nopoly of the note circulation imtil the time arrived for a 
general revision of the privileges conferred by the banking 
law. 

Chapter IV. — Motives of the new legislation. 

The motives actuating the Government in introducing 
the banking law of 1897, and the manner in which the new 
system was put in operation, were discussed at length by 
the Minister of Finance in a report to Congress on Novem- 
ber 15, 1897. In recommending a radical revision of the 
banking system of Mexico, Mr. Limantour pointed out 
the need of introducing uniformity into the complex 
conditions which had arisen from the granting of special 
charters. It was necessary, he declared, to fix a common 
term for the charters, to reduce privileges to an equality, 
and to establish imiform regulations in regard to the 
issue of notes. The conditions existing when the minister 
began the reform were described by him as follows :** 



« Law of May 13, 1905, art. 5. InstUucumes de Cridito: Leyes y Circu- 
lates RekUivas, p. 47. 

h I^w of June 19, 1908, art. 3. 

c Instttuciones de Cridito: Leyes y Circulares Relativas, p. 117. 
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** Seven banks were operating in the States when the 
decree of June 3, 1896, was promulgated, and no two of 
them had identical charters, but all differed in various 
points, more or less essential. Thus, for example, one 
charter terminated in 1904, the others at later dates up 
to 1939; the issue was regulated, in the case of some 
banks, by the amoimt of capital, in the case of others, by 
three times the capital; to guarantee the circulation, 
sureties were required of some banks, deposits of others, 
and of yet others neither sureties nor deposits, but a dif- . 
ferent kind of guaranty. The reserve fimds differed 
greatly in amoimt with the different establishments; the 
right to establish branch banks was imHmited for some 
banks, while for others it was subject to various restric- 
tions. The value of the notes which they were allowed to 
issue was, in some cases, 25 centavos as a minimum, while 
in others i peso was the smallest value authorized. There 
was one bank which was authorized to make loans subject 
to extension up to twelve months, while the operations 
of the others were not to exceed six months. Similar 
differences existed in the guaranties for loans and dis- 
counts, as well as in privileges and exemptions from tax- 
ation, and in other fundamental requirements of the 
charter." 

With a view to putting an end to this diversity in legis- 
lation, a term was fixed within which the banks established 
in the States were to submit to the provisions of the new 
law, in exchange for the character of first bank in each of 
the respective States, with the full rights and privileges 
granted to such first banks. This inducement proved 
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insufficient to secure the desired object. Most of the 
institutions of credit that were in operation in the country 
when the law of March 19 was brought in agreed to sub- 
ject their charters to the provisions of the law; but since 
the new charters bore the character only of a mere author- 
ization, and the banks were obliged to accept the modifi- 
cations which the law might undergo in future, some of 
them decided not to siurender the rights and obligations 
of their original charters, which could not be altered 
during the life of the franchise, except by the consent of 
both parties. Ultimately, however, agreements were 
reached by which the existing banks accepted the pro- 
visions of the new law, with the reservation that they 
should not be boimd by subsequent modifications, during 
the Ufe of their original charters, unless such modifications 
were acceptable to them. 

According to this limitation any future legal enact- 
ments in the matter of banks will affect these establish- 
ments only in those matters which are not opposed to the 
provisions of the law of 1897 and to the express stipula- 
tions of the agreements; but it was also agreed that, if 
provisions of a general character or stipulations contained 
in subsequent charters should grant greater privileges to 
the banks as a whole, the older banks could claim the 
benefit of them, provided they made express application 
for the purpose to the Department of Finance, and that, 
if said privileges were associated with certain obligations 
or legal requirements, the benefit of the privileges should 
accrue to the banks only in case they accepted at the 
same time these obligations or kgal requirements. 
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In adopting the system of local banks having the power 
of issuing notes upon their assets Mr. Limantour assigned 
three principal reasons for rejecting the system of center- 
ing in one institution complete monopoly of note issue. 
He declared that it would be contrary, in the first place, 
to the rights acquired by the banks which had previously^ 
obtained concessions. In the second place, an establish- 
ment which should be invested with the exclusive privi- 
lege of note issue throughout Mexico would be fatally ^ 
under the domination of the Government. The financial 
distress of the state was still too recent to be forgotten. 
If similar periods should occiu* in the future, the first idea 
of an embarrassed government would obviously be to 
appeal to the bank and its power of note issue to obtain 
the resources of which it had need. Clearly it would not 
require a long time under such conditions not merely to 
deteriorate the condition of the public finances but to 
bring the country under the regime of forced legal-tender 
paper. 

The principal reason assigned, however, for the new 
system was that the system of monopoly would not meet ^ 
the needs of the country. The economic organization of 
Mexico, it was declared, is still too simple for the need of 
a single bank playing the r61e'of regulator of the money 
market, of rediscount, and of the ultimate banking reserve. 
On the contrary, the true r61e of a bank of issue should 
be to mingle intimately in the life of the coimtry and to 
provide for the daily needs of commerce and of industry. 
These, it was argued, were not the same throughout the 
extent of Mexican territory. Physically and politically, 
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Mexico is a country decentralized. Its variety of alti- 
tudes divides it into three climatic zones, having each its 
own character, resources, and different products. In the 
warm belt (tierra caliente), a low, humid, and hot cotmtry, 
flourish all forms of tropical vegetation, cacao, vanilla, 
pepper, coffee, sugar cane, and the hard woods utilized for 
ebony and ornament. The temperate zone (tierra tern- 
plada), between i,ooo and 2,000 meters above the sea, and 
the cold zone (tierra fria), land high and cold, produce, 
according to elevation, rice, cotton, and all varieties of 
European plants — cereals, vegetables, the vine, fruits, and, 
on the summit, forests of firs. Mineral riches are not less 
varied. Apart from silver, which is found in all the 
States of the Confederation, the Mexican subsoil contains 
gold, copper, iron, lead, sulphur, mercury, and even petro- 
leum and precious stones. This variety of resources, agri- 
cultural and mineral, is still further complicated by a great 
diversity in their distribution throughout 'the country. 
Certain States are almost exclusively mineral and others 
almost exclusively agricultural.^ 

Upon the economic merits of the conflict between 
monopoly and local banking, Mr. Limantour expressed 
himself as follows : ^ 

" If we examine the subject from the standpoint of the 
development of public wealth, is it likely that the privilege 
granted to a single bank of issuing notes for the entire 
Republic would yield the best results ? The examples of 
monopoly which might be cited in support of an affirma- 

« Favre, pp. 23-25. 

^ Instituciones de Cridito: Leyes y Circulares ReUUivas, p. 91. 
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live reply are confined to nations of smaU territory, with 
climates and natural resources of no great variety, and 
whose population, generally dense, shows great homo- 
geneity; or to coimtries with strong centraUzing tenden- 
cies, for the most part absolute monarchies, a system 
which readily and naturally admits of the union of the two 
supreme powers — ^the civil power and the power which 
regulates credit. 

** In the Republic of Mexico, with its vast territory, its 
sparse population, its imper fect means of communication, 
and its immense variety of products, each locality has as it 
were local interests, the development of which, so far as 
the use of credit is concerned, can not be confided to a 
single banking institution, which, no matter how many 
branches and dependencies it may establish, could never 
supply the needs nor remedy the ills of each part of the 
national territory. 

** And it is not unreasonable to declare that branches of a 
central bank are incapable of exercising satisfactorily, in 
every comer of the country, the beneficent influence of 
establishments of this kind, because a branch bank can 
have neither the initiative nor the authority to provide for 
the exigencies of every economic situation; and, on the 
other hand, the general and permanent regulations to 
which every administration must be subject, especially one 
so compUcated as that of a central bank, lack that flexi- 
bility which is necessary to meet the innumerable and 
unforeseen emergencies arising from interests so divergent 
as those of the various localities of the Republic 
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"From this point of view, the creation of local banks 
evidently presents undeniable advantages. Managed by 
j>ersons whose interests are centered in the same locality, 
who are acquainted with the people and the affairs of the 
commimity, and who are so situated as to be able to give 
personal attention to the business and to imderstand the 
peculiar needs of a given district, its resources and their 
chances of development, such banks will imdoubtedly be 
better able to realize the objects of the credit circulation 
confided to banking establishments. 

" Ftuthermore, the adoption of the system of a pltu-ality 
of banks will, in the course of time, permit the development 
of specialization, the sphere of action of local banks being 
marked off from that of the great banks located in the 
Federal District, with their ramifications in the States. 
There can be no doubt that, through the very nature of 
both kinds of institutions, the general banks, which operate 
at many points in the Republic with large capital and 
extensive connections, will develop into banks of redis- 
coimt, and, by that very fact, become true protectors of 
the local banks, with which they neither should nor can 
come into conflict, because they complement each other 
and constitute, in brief, distinct organs of a homogeneous 
and well-balanced system." 

In order to obtain an acciu'ate view of all the aspects of 
the problem, Mr. Limantour deemed it necessary, on the 
other hand, to examine carefully the consequences that 
might arise from Uberty of banking, in order not to run 
the risk of inconveniences as grave, or even graver, than 
those that would have ensued from the system of entire 
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monopoly of note issue. Upon this point he referred to the 
general banking law of the United States, but concluded 
that it was not entirely adapted to conditions in a coimtry 
which had not had an extended banking experience. On 
this subject he declared : « 

"On comparing the political and economic conditions 
of the nations whose legislation does not require banks 
to apply for a concession to issue notes, it appears at once 
that their citizens are familiar with the practice of indi- 
vidual liberty and by that very fact know how to guard 
against the grave consequences that might arise from the 
abuse, and sometimes even from the normal exercise, of 
that liberty. The degree of intellectual development 
which the masses have attained and their experience in 
business constitute the most effective coimterweight pos- 
sible to the reckless or even tortuous and mischievous 
tendencies of an ill-administered establishment. Finally, 
the well-imderstood interest of the banks themselves 
prompts them to enter into close relations of mutual 
support, whereby they are almost always shielded against 
economic crises and adverse incidents. 

" Can it reasonably be maintained that Mexico is in this 
condition? The very recent introduction of banks prop- 
erly so called; the lack of experience in the use of credit; 
the distrust still prevailing, especially in districts outside 
the great centers of population, of instnunents of credit; 
and the pronounced spirit of imitation, which would 
assuredly lead to a multiplication of banks out of all pro- 
portion to the needs of the country, are some of the 

^ Instituciones de Cridito: Leyes y Circulares Relattvas, p. 93. 
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reasons that speak in favor of certain restrictions until the 
country shall have become accustomed to those ideas 
and practices without which absolute liberty of banking 
involves extreme dangers. 

" If to these considerations we add the fear of a powerful 
reaction against bank notes, in case of the failure of any 
establishment, no matter of how little importance, there 
will be no disagreement with the conclusion that the 
Government has acted wisely in deciding that the number 
of local banks to be established must not exceed certain 
limits. 

" In following this plan the new law will no doubt give 
birth, at least in the early years of its operation, to a sort 
of banking oligarchy, causing the distribution of institu- 
tions of credit at all convenient points throughout the 
Republic, while their number, nevertheless, will not be so 
small as to give color to the statement that the issuing 
power constitutes a privilege in favor of a few. In any 
case, in a matter so delicate as that of credit, it is more 
prudent that the nation shall be in a position later on to 
extend the scope of its legislation, in order to favor the 
multiplication of banks on a larger scale, than to be 
driven by the bad results of a first effort to the restrictiom 
of their number and powers.*' 

Chapter V. — Conditions governing note issue. 

The conditions laid down by the Mexican law for the 
issue of circulating notes are somewhat more liberal than 
those in the United States, but are nevertheless clear and 
definite. It is provided that the amoimt of such issues 
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shall not exceed three times the paid-up capital of the 
bank and that a reserve oL5a4)er cent shalLbe^held not 
against^otes^only, but also against deposits payable on 
demand or subject to withdrawal at not more than three 
days' notice. This requirement is not so exacting, how- 
ever, as might appear, because the Mexican law does not 
cotmt as deposits the privilege given to borrowers to draw ^ 
upon the bank. Indeed, all such "current accounts," as 
they are called in Mexico as well as in Europe, even 
though the depositors have the privilege of checking 
against them, are specifically exempted from classification 
as deposits. 

How considerably these qualifications reduce the pro- 
portion of liabilities against which a cash reserve must be 
held is disclosed by a glance at the balance sheets. Thus, 
on December 31, 1908, deposits payable at sight or in not 
more than three days stood at $64,162,230; deposits pay- 
able in more than three days, at $48,097,893; and creditor 
current accotmts, at $334,754,206. Only the first item 
was subject to the reserve requirements of 50 per cent, 
which, with outstanding notes of $87,504,630, was amply 
covered by cash holdings of $77,753,503. 

In requiring a reserve of 50 per cent against demand 
liabilities, Mr. Limantour departed from the previous 
requirement of the law, which called for a metallic reserve 
of only one-third of the note issue. He admitted, in his 
report of 1897, that this provision might err from excess 
of caution, but declared that it was preferable to sin in 
this direction, since the requirement could ultimately be 
relaxed, rather than to expose the bank note, which had 
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only begtin with difficulty to penetrate among the mass 
of the people, to a disaster which would throw the country 
back a long way in the road which had led other nations 
to prosperity.* 

The assets of the banks are left in their own custody, 
subject to certain requirements as to their character. In 
the revision of 1897 Mr. Limantoiu" definitely rejected the 
principle which had been adopted from the Amercian law 
in the Code of Commerce of 1884, that the primary 
reserve of one-third held against circulation might consist 
in whole or in part of bonds. He placed his advocacy of 
basing note issues upon assets partly upon political con- 
ditions in Mexico, but partly also upon the ftmdamental 
theory of a banking ctirrency. He said on this subject: * 

"So strong was the desire to guard the banks against 
all outside influences, and especially against political 
influence, that notwithstanding the precedents created by 
earlier charters, requiring that the circulation be guaran- 
teed in part by a deposit of government bonds, it was 
deemed inadvisable to retain this requirement and to 
provide for a deposit, more or less substantial in amoimt, 
of evidences of the public debt as a guaranty for the re- 
demption of the notes. What would be the influence of 
such a deposit upon the credit of a bank in case that, in 
consequence of the vicissitudes of foreign or domestic 
politics, the seciuities of the State should precipitately 
decline? Would not rather the intensity of the evil be 
enhanced by the decline in the value of the guaranty at 

« Instituciones de Cr^diio: Leyes y Circulates RelativaSf p. 104. 
b Instituciones de Cr^dito: Leyes y Circulares RelcUivas, p. 102. 
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the very moment when business was paralyzed by the 
general crisis, cash was hoarded, and payments were 
delayed?" 

Whenever the circulation exceeds the limits fixed by 
law, the bank is required to commimicate the fact in 
writing to the government inspector and to abstain from 
making new loans until the circulation has been reduced 
within the legal limits. If the reduction has not been 
eflfected within five days, the Department of Finance is 
required to set a period not exceeding one month, within 
which the bank must bring its circulation within the legal 
limits or be subject to the forfeiture of its charter or to 
enforced liquidation. 

Bank notes are not legal tender, but circulate only by 
volimtary acceptance on the part of the public. They are 
required to bear on their face the promise to pay the 
bearer in cash the amount of the face value of the note. 
Notes must be redeemed at the head office of the bank or 
its branches, but the branches are under legal obligations 
only to redeem the notes which they have issued. The 
failurfe of a bank to redeem one of its notes gives to the 
bearer the right of summary action against the institution, 
after summons to pay has been formulated by a notary. 

Bank notes are a first lien on the assets of the bank with 
the exception of claims to property pledged to the bank, 
tmder the terms of the Civil Code and the Code of Com- 
merce; mortgage debts, when such mortgage has been 
registered previous to the transaction, whereby the bank 
acquires the mortgage to the property; and debts to the 
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federal, state, or municipal governments for taxes. Other 
claims of the public treasury take a different rank. 

The denominations of Mexican bank notes are limited to 
$5» $io, $20, $50, $100, $500, and $1,000. The smallest 
of these denominations, equivalent to $2.50 in American 
gold, leaves a vacuimi in the circulation for the use of the 
silver pes6, which for many years was almost the only 
money of the Republic except the subsidiary coins. 

The notes of Mexican banks are not printed exclusively 
at a government agency, but overissue is checked by a 
provision that no note shall be put in circulation without a 
proper stamp, engraved on the note by the stamp-printing 
department. Permission to engrave this stamp must be 
obtained from the Finance Department and is granted 
only upon satisfactory evidence that the proposed issue 
does not exceed the legal limit of the circulation. The 
banks are allowed to keep their own notes, which are not 
in use, in vaults with two keys, one in the custody of the 
government inspector. Such notes are not coimted as a 
part of the legal issue outstanding, and reserve is not 
required against them until they are withdrawn from the 
vaults and put in circulation.* 

Banks are not prohibited from reissuing the notes of 
other banks, but by an amendment of the law adopted in 
1908 they are required to arrange for a periodical exchange 
of such notes and, in the absence of express agreement to 
the contrary, to pay balances in such exchanges in cash.* 
The ptUT)ose of this provision was explained by the Min- 

a Circular of February 25, 1898, Instituciones de Cridito: Leyes y Circt^ ^ 
lares Relativas, p. 62. 

b Jnstiiuciones de Cridito: Leyes y Circulares Relaiivas, p. 12. 
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ister of Finance to be not only to protect the public 
against any circulation which might be forced or artificial, 
but also to safeguard the banks against the pressure 
which might be brought to bear by rivals by the accumu- 
lation of a great quantity of notes for presentation at a 
given moment.® The Government was given authority to 
prescribe regulations for the interchange of notes. 

The requirements made by the Government in regard to 
the metallic reserve have grown more exacting with the 
progress of time. The first circular issued imder the law 
of 1897 simply required a statement of the metallic money 
at the close of business on the last day of the month, the 
amoimt of notes issued, the amoimt which had come into 
the bank during the month, and the average stock of 
notes in the bank and branches. ^ The exact manner of 
calculating the value of gold and silver bullion and foreign 
moneys was prescribed four months later by a circular of 
October 16, 1897* Details as to the denominations of 
outstanding notes were required in 1 904. "^ The adoption 
of the monetary reform in 1905 called for several tem- 
porary regulations, and after the influx of gold, caused by 
the rise in the value of silver bullion, statements of cash 
holdings were required to give separately the amount held 
in gold, in silver pesos, and in fractional money. <* Banks 
of issue were forbidden to coimt the old coinage as part of 

» Circular of July 8, 1908, Instituciones de Cr^dito: Leyes y Circulares 
Relalivas, p. 8i. 

& Circular of June 23, 1897, Instituciones de Cridito: Leyes y Circulares 
Relaiivas, p. 59. 

c Circular of October 24, 1904, Instituciones de Cridiio: Leyes y Circulares 
Relatives, p, 70, 

^ Circular of March i, 1906, ibid., p. 78. • 

31 



J 



National Monetary Commission 

their reserve after August 28, 1906, and by a circular of 
June 10, 1907, were required to restrict the amount of 
fractional silver admitted as reserve to 5 per cent of the 
total reserve required. It was pointed out by the Minister 
of Finance that the amoimts of fractional silver reported 
by the banks had been steadily increasing imtil they gener- 
ally exceeded 10 per cent and in some cases attained 40 
per cent of cash holdings.* 

These requirements show that the security of the notes 
depends upon the solvency of the individual bank, and 
acceptance of the notes by the public depends upon belief 
in that solvency. The banks are imder no obligation to 
contribute to a common fund for the redemption of the 
notes of failed banks, as in Canada, nor are they under 
any obligation to support each other, except such as they 
have assumed voluntarily through the mechanism of the 
Banco Central, to be hereafter described. Their notes, 
without forced legal-tender quality, hypothecated security, 
provision for a safety fimd, or any form of government 
guaranty, circulate upon the merits of the issuing banks. 
In seeking to introduce them into circulation, moreover, 
the banks have not had the benefit of marked deficiencv 
in the stock of metallic tools of exchange. Mexico, as one 
of the largest producers of silver, kept her mints open 
until 1905 to its free coinage, which enabled its producer 
to convert his product into money and turn it at once 
into the channels of circulation. 

o Instituciones de Cridiio: Leyes y Circulares Relativas, p. 79. 
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Chapter VI. — The position of the National Bank, 

The National Bank of Mexico occupied a peculiar posi- 
tion at the time of the adoption of the general banking 
law of 1897. It was conducted imder a charter which 
granted privileges in regard to note issue about which 
there was some difference of opinion between the bank 
and the Government. It was the contention of the bank 
that the Government was pledged to grant no charters, 
beyond those already in force, authorizing the issue of 
notes. Notwithstanding this contention such charters 
had been granted by the Federal Government or the States 
imtil the number of banks of issue stood, in January, 1897, 
at seven, exclusive of the National Bank and the Bank of 
London and Mexico, whose title to issue circulation was 
not disputed. Notwithstanding this competition, how- 
ever, the National Bank and the Bank of London and 
Mexico possessed $30,000,000 of the capital stock of banks 
of issue out of a total capital of $35,550,000, and had in 
circulation $33,256,145 of the total note circulation of 

$38,497,367.^ 

It was obviously desirable if a new banking system was 

to be inaugurated that it should be with the consent and 
cooperation of the National Bank and not under condi- 
tions which might lead to litigation over the rights of the 
new banks. As expressed in the report made by Mr. 
Limantoiu" to Congress on this branch of the subject:^ 

"The anomalous condition arising from the fact that 
provisions of a general character affecting outsiders, 

oCasasus, Las Reformas a la Ley de Instiiticumes de CrSdiio, p. 309. 

fr Instiiuciones de Cridito: Leyes y Circulates ReUtfivas, p. 90. 
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which are properly a matter of common law, had been 
embodied in a charter which, even though sanctioned by 
Congress, still retains the character of a contract entered 
into between two parties; the fact that, despite the stipu- 
lations of said contract, and the protests foimded on that 
contract, which were made by the National Bank, char- 
ters were granted for the establishment of banks of issue 
in various places in the Republic; lastly, the suppression 
in the new Commercial Code of 1889 of the provisions 
which the earlier code contained on the subject of banks — 
all these circumstances created a state of affairs replete 
with difficulties, which compelled the Government to 
adopt a dej&nite attitude, based on a system which, while 
respecting all legitimate rights, should at the same time 
be adapted to the needs of the country." 

In order to meet these difficulties Mr, Limantour en- 
tered upon negotiations with the National Bank with a 
view to modifying its charter in such terms as to remove 
all doubt concerning the legality of the privileges of the 
local banks already in operation and those which it was 
proposed to estabUsh. The National Bank was disposed 
to take a friendly and receptive attitude, which was not 
unnatural in view of the powers which might be invoked 
by the Government against an institution which should 
resolutely antagonize public policy. An arrangement was 
accordingly reached in the early months of 1896 which 
took the form of several agreements signed and sealed 
between the Executive, acting under authority of Con- 
gress, and the administrative council of the bank, acting 
under authority of the general assembly of the share- 
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holders. The concessions made by the National Bank 
were summed up by Mr. Limantotu* as follows:® 

**i. It declared its willingness to relinquish the rights 
granted in its charter relative to the creation of other 
banks, and it annoimced its unreserved assent to the 
principles of the law of Jtme 3, 1896, which authorizes 
the establishment of banks of issue in the States and 
Territories of the Republic. 

** 2. It agreed that the maximum of the standing credit 
of the Government in current account which the bank 
is obliged to maintain in favor of the General Treasury 
of the RepubUc shall hereafter be 4,000,000 pesos instead 
of 2,000,000, which was the Umit fixed by earlier agree- 
ments. 

** 3. It also agreed that the service of collection and dis- 
tribution of government funds, which it has to perform 
in accordance with its charter, shall continue to be per- 
formed for the coming ten years at a commission of i ^ 
per cent, instead of the 2 per cent which it had been 
receiving, this commission including not only all expenses, 
but also the risks of said operations. 

** 4. It agreed that the commission of 2 per cent which 
the Government, in accordance with contract, was pay- 
ing it for the service of the consolidated debt, should be 
reduced to i . per cent. 

** 5. It assumed the obUgation to open a credit, not to 
exceed 500,000 pesos in current account, in favor of the 
National Loan Ofl&ce (Monte de Piedad), without special 
guaranty and with interest of only 3 per cent per anniun. 

o Insttiuciones de Cridito: Leyes y Circulares RelcUivas, p. 94. 
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"In return for these concessions the National Bank 
obtained two advantages — an addition of fifteen years to 
the term of its charter, and a guaranty that during ten 
years the National Loan Office shall not avail itself of 
nor grant to third parties the authority which it received 
from the Government to put in circulation certificates of 
deposit or notes payable at sight and to bearer/* 

While it might appear from this enumeration of con- 
cessions that the bank yielded much more than it ob- 
tained, the concessions in regard to the loan to the treas- 
ury and the charge for the fiscal service of the Govern- 
ment were in harmony with the general tendency in 
recent years to increase such loans and reduce such 
charges among the banking institutions of other countries 
where a central bank exists. The cardinal privilege ob- 
tained by the bank was the extension of the charter, 
which would have expired in 1934 if the bank had taken 
an attitude hostile to the policy of the Government. 

The increase in the credit accorded to the treasury — 
from $2,000,000 to $4,000,000 — ^was a natural sequence of 
the growth in the volume of public receipts and expendi- 
tures. The result of such a growth was to require a larger 
working balanpe, and already, from 1892 to 1895, the 
balance of this current account in favor of the treasury 
had been allowed to exceed, sometimes by considerable 
amounts, the original limit of $2,000,000. In view of the 
willingness of the bank to extend such credits in the past 
it was not, therefore, a great concession merely to give 
legal sanction to this extension.® 

o Instituciones de Cridito: Leyes y Circulates Relativas^ p. 95. 
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Whatever might have been the apprehensions of the 
officers of the National Bank of Mexico in regard to the 
results of the competition to be expected from the new 
state banks of issue, events did not prove such competi- 
tion to be seriously injurious. It was the obvious inten- 
tion of the Government, indicated by continuing the fiscal 
functions of the National Bank on behalf of the treasury, 
that the National Bank should continue to occupy a 
distinctive position in the banking system. It was de- 
clared in the report submitted to Congress that under the 
new law there would be two great banks of issue (includ- 
ing the Bank of London and Mexico) in the Federal 
District, with authority to create branches throughout 
the country and a number of banks in the States and Ter- 
ritories, with special privileges for the first bank estab- 
lished in any one of them and with authority to establish 
branches, tmder fixed conditions, in any part of the Re- 
public, except for the exchange of notes in the Federal 
District. 

The history of the growth of the banking system tmder 
the law of 1897 indicated at first, as was naturally to be 
expected, considerable development of the state banks, 
as banks of circulation and of discount. The National 
Bank of Mexico had a circulation at the close of January, 
1897, amoimting to $21,772,100, and the Bank of London 
and Mexico a circulation of $11,529,045, leaving to the 
other banks only about $5,000,000 of the total circulation 
of $38,497,367. The next few years witnessed the crea- 
tion of many new state banks and a corresponding ex- 
pansion in the note circulation. The condition of all the 
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banks on Jtine 30, 1901, showed a total volume of notes 
outstanding of $63,505,969, to which the National Bank 
contributed $23,325,827. At this time the circulation of 
banks other than the National Bank was $40,180,142, 
but this included the circulation of the Bank of London 
and Mexico, which was $16,492,043. 

This upward movement of the circulation of the state 
banks, while that of the National Bank remained com- 
paratively stationary, continued imtil the summer of 1905. 
From that date different tendencies developed, and the 
National Bank became more than previously the reserve 
bank of the coimtry and the source of note issues which 
were acceptable in all parts of Mexico. The aid given by 
the National Bank in the adoption of the monetary re- 
form, by contributing the entire fimd turned over to the 
exchange and currency commission and by substituting 
its notes for silver withdrawn from use, was imdoubtedly 
a factor in this change in the proportion of notes in cir- 
culation. The panic of 1907 in the United States, with 
its reaction upon Mexico in the form of restricted credit, 
also tended to improve the position of the National Bank. 

So far as there wais a demand for the support of the 
market by the issue of additional notes, it seems to have 
been met by the expansion of the note issues of the 
National Bank of Mexico, while the circulation of the 
state banks was tmdergoing contraction. The table given 
below, showing the ratio of the circulation of the National 
Bank of Mexico and that of the state banks to the total 
circulation, throws an interesting light on this phase of the 
subject. It discloses the fact that while the National 
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Bank issued only about 29 per cent of the total circulation 
at the close of 1905, its proportion had risen at the close of 
1908 to more than 41 per cent. The details for the end of 
each quarter for several years appear in the table. 

Circulation of the National Bank and other banks. 



Month ending — 



1904. 
Dec. 31 

1905. 

Mar. 3i_ _ 

June 30 

Sept. 30 

Dec. 31 

1906. 

Mar. 31 

June 30 

Sept. 30_ -. 

Dec. 31 

1907. 

Mar. 31 

June 30 

Sept. 30 

Dec. 31 

1908. 

Mar. 31 _-_ — 

June 30 *. 

Sept. 30 

Dec. 31 



National Bank. 



$23,595,281 

23.689,739 
26,439.982 
25.572,486 
27.749.275 

30, 188,347 
31,608,695 
33.633.490 
35. 472. 833 

37,894.286 
37.566,398 
35,040,817 
34,682,544 

39.283,609 

39.479.934 

, 34,173,359 

36,225,518 



Other banks. 



$59,935,595 

62, 134,829 
63,014. 273 
64.803,817 
66,392. 132 

66,724.404 
65,526,281 
61,964,003 

62,315,045 

63.070,454 
60,904. 130 

60,633.073 
56,793.438 

55,126,868 
52,773.359 
50,365,763 
51,279, 112 



Total. 



$83,525,876 

85,824.568 
89.454.25s 
90,376,303 
94,141.407 

96,912,751 

97.134.976 

94,597,493 
97.787.878 

100,964.740 
98,470,528 
95.673.890 
91,475.982 

94.410.477 
92,253,293 
84.539.122 
87.504.630 



In so far as this relative movement of the circulation of 
the state banks and the National Bank can be considered 
as permanent, it would seem to indicate a tendency to- 
ward the evolution of a bank of rediscount, supporting 
the minor banking institutions of the coimtry by the issue 
of notes to meet emergencies, even in the absence of any 
legal obligation to fulfill such a function. It was declared 
by Mr. Limantotu, in his budget report in December, 
1908, that **tmder the present trying conditions the bank 
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in question has rendered vital service to the commercial 
and industrial interests and private individuals, thus giving 
another proof of its great usefulness to the community — 
a usefulness which time assiuredly will only enhance.'** 

Further evidence of this primacy of the National Bank 
is afforded by the movement of specie holdings and note 
issues during the interval of business contraction, between 
July 31, 1907, and Jime 30, 1908. During this period 
the total note circulation of the country diminished by 
nearly $4,000,000, but the circulation of the National Bank 
increased by about $3,750,000. The specie holdings of 
the National Bank, on the other hand, while declining in 
September, 1907, by about $500,000 from the high point 
of July, recovered rapidly during the period of business 
relaxation in the spring of 1908, imtil they reached the 
unusual total of $40,176,282, or considerably more than 
half of the total specie holdings of all the banks. The 
different manner in which note issues and specie holdings 
fluctuated during this period of stress, as between the 
National Bank and other institutions, appears in the table 
below : 

Movements of notes and specie , igoyS. 





Notes in circulation. 


Specie held. 




July 31, 1907. 


June 30, 1908. 


July 31. 1907. 


June 30, 1908. 


National Bank 

Bank of London 

Central Bank 


$35. 766. 709 
15.587.928 


$39,479,934 
12. 977. 776 


$30. 197.977 

II. 135. 265 

I, 140.348 

27,219.311 


$40. 176.283 

10,597.53a 
1.160,994 

34.762.084 


other banks 


44,792.790 


39.795.583 


Total 


96,147.427 


92.253.293 


69, 692. 90Z 


76.696.893 



<i Fincmcial Documents , 1908, p. 21. 



40 



Banking System of Mexico 

Chapter VII. — Functions of the Banco Central. 

The Banco Central Mexicano was an organ which grew 
logically out of the new order of things established in 
Mexico tinder the law of 1897, but was the conception of 
individual initiative rather than of the law. The Banco 
Central is not a bank of issue. It was organized nominally 
under that division of the law relating to banks of promo- 
tion (Bancos Refaccionarios) , but its function differs in 
many respects from that contemplated for those institu- 
tions. Instead of devoting its energies primarily to loans 
for agriculture and industry for terms of two or three 
years, it has acted as a sort of clearing agent for the state 
banks. The obvious weakness of the system laid down 
by the law of 1897 was the lack of common support among 
the state banks. As the situation was stated by Favre:^ 

**The principle of local banks, excellent in itself for as- 
suring to the entire country a distribution of credit ap- 
propriate to the varied needs of different regions, had one 
defect. The isolation of the banks was to a certain extent 
the price of their independence. Very flexible, but aban- 
doned to their own resources, they were far from having 
the solidity of the branches of a great establishment which, 
supported by the central office, form a compact aggregate, 
capable of resisting attacks and crises. On the other hand, 
in spite of the close relations which they could not fail to 
establish among themselves, the need made itself felt of 
a common center, in the nature of a clearing house, which 
should facilitate the settlement of their operations and 
the exchange of their notes.'' 

« Les Banques au MextquCt p. 62. 
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It was to meet this need that the Banco Central came 
into being. The bank opened on February 15, 1899, with 
a capital of $6,000,000, of which one-half was paid up. 
Originally 50 per cent of the stock belonged to a syndi- 
cate represented by the Deutschebank, Messrs. Bleich- 
roeder & Co., and J. P. Morgan & Co. This syndicate 
had a majority of the board, but this arrangement was 
found to be a hindrance to the progress of the bank and 
a plan was devised by which the various state banks of 
the Mexican Republic took over these foreign shares and 
placed the control in Mexican hands." 

The new plan, which went into effect in 1902, provided 
that each of the state banks should possess a number of 
shares in the Banco Central which should be equal to at 
least 10 per cent of the nominal capital of the state bank 
on December 31, 1901. The shares of the Banco Central 
were divided into two series, one representing those sub- 
scribed by the shareholders and the other those belonging 
to the banks. The latter were . registered in the names 
of the banks and can not be transferred. When a new 
establishment was foimded, if the munber of available 
shares set aside for the banks was insufficient, the new 
bank was compelled to go into the market and buy the 
general shares, which were deposited in the vaults of the 
Banco Central with a certificate setting forth that they were 
subject to the same conditions as the other shares owned 
by the banks. This method of pooling the stock was sub- 
ject, however, to the condition that ten years after the 

« New York Bankers^ Magazine^ (October, 1908), LXXVII, p. 527. 
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agreement, with the consent of the majority of the bank- 
ing shareholders, the banks might convert their banking 
shares into general shares." 

The relations between the Banco Central and the state 
banks are regulated by a contract which is made for a year 
with each of them. The Banco Central grants to each local 
bank a current account, of which the debtor balance may 
reach lo per cent of its paid-up capital. This current ac- 
count is at a differential rate of interest — 5 per cent in favor 
of the local bank when there is a balance in its favor, 7X P^ 
cent in favor of the Banco Central when the balance is 
against the local bank. The account is balanced and the 
allotment of interest made every six months. When the 
balance in favor of the local bank rises above 10 per cent 
of its capital, the rate of interest allotted is increased by 
3 per cent; on the contrary, when the balance against the 
bank exceeds 10 per cent, the interest paid is increased by 
2 per cent. 

The Banco Central buys the notes of the local banks to 
the amount of the credit which it has extended. These 
notes must be reimbursed at par. The Banco Central, 
however, in order to guard against emergencies, reserves 
the right to refuse notes which are presented in abnormal 
quantities or with suspicious intent. The Banco Central 
discoimts the obligations remitted to it by the local banks, 
buys and sells exchange for their account at a commission 
of 4 per cent of the net profits, and undertakes to represent 
them in relations with the Govenunent. Both parties 

» Favre, p. 64. 
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agree mutually and gratuitously to make collections for 
each other. 

Thus is established a commimity of interests and mutual 
support among the local banks which would otherwise be 
lacking. Still further strength is given to the system by 
the careful regulations which have been framed to secure 
prompt support for any bank which may be involved in 
difficulties. As soon as a bank considers itself threatened, 
it is authorized to notify the Banco Central. The latter 
telegraphs immediately to the other associated banks, who 
are under agreement to establish at once at the Banco 
Central a fimd equal to 50 per cent of the capital of the 
threatened bank. Contributions to this fund are limited, 
however, to not more than 2 per cent of the capital of any 
contributing bank. The amount thus placed in the hands 
of the Banco Central is employed in redeeming at par the 
notes of the estabUshment which is threatened. If the 
bank itself is intrusted with the funds for redeeming the 
notes, it is required to remit them promptly to the central 
bank, where they are held in trust on account of the banks 
in the proportion in which they have contributed to the 
fund. For this service the bank receiving aid is required 
to pay 12 per cent on the sums paid and the costs of the 
operation. 

The importance of the Banco Central as a part of the 
banking system was promptly recognized by the Minister 
of Finance and received his cordial support. He saw 
in it not only a means of cooperation, but a more efficient 
means than government inspection of keeping the opera- 
tions of the state banks within soimd limits. 
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The operation of the Banco Central was so successful 
that its capital was several times increased after 1901. 
The later issues were taken by foreign syndicates, which 
did not, however, undertake to interfere with the local 
management of the bank. It was on the initiative of 
the Banco Central that a clearing house was established 
in the City of Mexico in 1905 for the banks of the capital. 

The extent to which the Banco Central is availed of 
by the state banks is shown by the rapid growth of its 
transactions. The balance sheet of December 31, 1908, 
showed assets of $84,141,461, of which the largest item 
was loans upon pledges, $21,176,893. Discounts, how- 
ever, stood at $10,201,991; the balance of current 
accounts to the banks, $12,633,153; and accounts of 
various classes, $18,365,673. Several items of the balance 
sheet indicated the investment of the assets in securities 
and industrial loans. Among them were sectuities 
immediately realizable, $3,593,862; investments in bonds 
and shares, $5,656,399; and industrial loans, $3,410,197. 
On the side of liabilities, the large capital of the bank, 
$30,000,000, affords a guaranty which permits certain 
classes of operations which would be less secure with a 
small capital and a large deposit liability. The reserve 
fimd and the profit and loss account add, respectively, 
$6,186,605 and $3,945,307 to this amount, making up 
with the capital not far from half of the liabilities of the 
bank. The deposits payable on demand with interest 
stood on December 31, 1908, at $6,758,900; those payable 
after more than three days at $5,917,893; and various 
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liabilities at $9,047,800." The item of accounts of various 
classes, $18,365,673, balances the corresponding item of 
the assets and is made up to a considerable extent of 
accoimts in process of collection between the banks. 

The benefits of the Banco Central to the state banks are 
disclosed, as much by the volume of operations as by the 
state of the balance sheet. The entry and outgo of cash, 
check accotmts, and other items, a usual feattue in 
Etuopean bank reports, although rarely kept by banks of 
the United States, show a very rapid inflow and outgo 
imder nearly every head. The following figures show 
these movements under some of the principal items: 

Movement of accounts of Banco Central. 



Year. 



state banks. 



1899 
1900 
190Z 
1902 
1903 
1904 
1905 
1906 

1907 
1908 



$84,029,913 
159.165,489 
220,469.437 
317.728,928 
406,489.928 
467.741.465 
670,585.461 
483.460, 118 
527,629, 120 
441,915,280 



Current 
accounts. 



$47,510,675 
64,970, 181 

93. 811. 717 
201.321,669 

199.778.557 
174,448,963 
31S.463.093 
441.931.928 

348,298,843 



Cash turnover. 



$232. 
417. 
710, 

955. 
1. 133. 

1.375. 
2.588, 

2. 740. 
2.891. 
2.556. 



596,011 
311.344 
311.344 
149.526 
273.240 
930. 244 
754.858 
912,750 
485,979 
416,914 



Chapter VIII. — Character of Mexican banking business. 

The method of extending accommodation to commerce 
by the banks of Mexico differs in several respects from 
the methods pursued in other countries. The compara- 
tively small proportion of commercial operations of the 
typ^ which afford suitable paper for discoimt compels 

a These figures are from the official report of the bank, made to the 
shareholders April 14, 1909. 
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the banks, with due regard to the encotiragement of 
Mexican industry, to make loans for longer terms and in 
a different manner than the banks in Etirope and the 
United States. The law regarding discounts requires 
that paper discounted shall bear at least two signatures 
and shall be payable in not more than six months. It is 
not through discounts, however, that the bulk of Mexican 
banking business is done.** The bulk of the assets of a 
commercial bank in Mexico consists of notes deposited as 
a pledge for advances made by the bank, but these notes 
are not indorsed over to the bank in the same manner as 
in Etirope and America. 

The client who has received an advance upon the 
deposit of a note as collateral is debtor to the bank to 
the amount of the advance if the paper is not paid at 
maturity. Banks in nearly all cases hold the paper until 
mattirity, and the advances are usually for a period of 
not less than nine months, and sometimes for a year. 
This detracts from the convertibility of the assets, but 
the position of the local banks has been materially 
strengthened by the arrangement made with the Banco 
Central for discounting their own paper in case of need. 
The advances made upon commercial paper in this man- 
ner afford returns often nmning to 8 and 9 per cent. 
The paper is selected with considerable care, and Mexican 
debtors are usually punctilious in keeping their engage- 
ments.^ The character of the paper carried is verified 

« It is declared by Favre that discount, as employed in Europe, is so 
little in use in Mexico that it is regarded as almost a disgrace to have a 
note discounted. — Les Banques au Mexique, p. 44. 

6 Favre, p. 73. 
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by the commissioners of the Government, who are not 
tolerant toward obligations with signatm*es of doubtful 
value. In order to make loans under the conditions 
which exist in Mexico, a minute knowledge is required 
of the men to whom credit is granted and of the character 
of the lousiness which they carry on. 

Among the items which are required by law to appear 
in the monthly balance sheets of the banks are the 
amoimt of paper discounted, the amount of loans on col- 
lateral, and the amount of creditor current accounts. 
The creditor current accounts involve a certain amount 
of duplication between the banks, as in the case of the 
reserve deposits of banks in the United States. Thus, 
the creditor current accoimts of the Banco Central rep- 
resent credits opened in favor of the local banks. Such 
accounts at the local banks themselves represent the 
credits extended among themselves for the purpose of 
covering their exchanges. They also represent the cred- 
its extended to commercial and industrial houses against 
guaranties of a character approved by the representative 
of the Government. As these credits are not necessarily 
for any fixed term, they afford such means as the banks 
have at their command for extending aid to industrial 
and commercial enterprises. In this respect they play to 
a certain degree the part played by the cash credits of 
the Scotch banks in the eighteenth and nineteenth 
centuries. 

Variations in the manner of classifying assets led to 
some reforms in 1908, which caused a considerable change 
in the amounts appearing under different items of the 
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balance sheets. These changes were explained by the 
Mmister of Finance in his report for 1908, as follows:" 

**The considerable oscillation observable in the items 
of 'notes discounted' and * loans on collateral* is due 
largely to the new classification of the constituent ele- 
ments of the assets, for the increase in the item of * ac- 
counts current, debtors* in the balance sheet of the 
banks of issue is imdoubtedly due to the transfer thereto 
of accounts that had been improperly included under 
* notes discounted* and 'loans on collateral/ The large 
reduction of the two last-named items is also partly due 
to the volume of accounts collected during the year. 

**The magnitude of the items 'accounts current, debt- 
ors* and 'accoimts current, creditors* is also due to the 
practice of including under them the balances of book- 
keeping accounts, which do not represent credits or debits, 
properly so called, and which should balance exactly. 
These bookkeeping accounts amoimt on the side both of 
assets and liabilities to more than $220,000,000. Im- 
personal accotmts, such as 'profit and loss,* 'dividends 
distributable,* etc., are also included under the items of 
'accounts current, debtors' and 'accoimts current, 
creditors.'** 

The item of the assets designated as "securities and 
obligations immediately realizable or negotiable** is re- 
quired by the Government to represent only what its title 
implies. Securities thus held are required to be govern- 
ment bonds or industrial securities enjoying a market 
sufficiently wide to permit their sale or negotiation within 

<^ Financial Documents f December, 1908, p. 21. 
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a short time. The banks are not permitted under this 
head to carry shares in participations nor securities which 
are not quoted. As the situation is defined by M. Favre: ^ 

'*The banks are strangers to the issue of company 
securities. Mexico does not yet know the pompous 
flotations and guaranteeing syndicates, nor any of the 
necessary but dangerous methods of otir modern banks. 
It is by new companies themselves that their securities 
are usually issued, with the support of private bankers 
or of banks without concessions which make a specialty 
of dealing in sectirities. But the establishments of credit 
are not permitted to participate, and there is no danger of 
finding among their assets certificates arising from issues 
which have failed or only partially succeeded.'' 

As required by the fundamental conditions of the law, 
the chief business of the banks of issue is Umited to com- 
mercial loans and discounts of the character above set 
forth. A certain amount is permitted, however, to be 
advanced upon stocks and bonds. The law requires that 
such advances shall not exceed 90 per cent of market 
value and that in case of depreciation the deficiency shall 
be made good within three days or the securities imme- 
diately sold. 

The Itirking element of danger in loans of the last two 
types, by banks having large demand liabiUties, which 
caused so much embarrassment to the trust companies of 
the United States in 1907, was revealed in Mexico at about 
the same time. Loans upon securities increased very 
rapidly after the impetus given to Mexican industry by 

A Les Banques au Mexique, p. 74. 
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the monetary reform. The increase had, indeed, begun 
before the reform was put in execution and had already 
carried the amount of such loans from $49,513,193 on 
December 31, 1902, to $62,818,661 for 1903; whence, 
after the monetary reform, they rose to $86,098,254 
for 1905; $102,240,713 for 1906; and to $110,244,160 on 
June 30, 1907. The halt called in all speculative move- 
ments and the presstire in the money market caused a 
sharp contraction of such loans to $64,609,118 on June 
30, 1908, and a still further reduction at the close of the 
year 1908 to $56,012,818. 

Mortgage loans occupy only a subordinate place among 
the assets of the banks of issue. They represent ordi- 
narily only the pledge of real estate as a supplementary 
guarantee where the value of the original pledge has 
declined and the borrower has not been able to substitute 
any other form of security. The tendency to the over- 
extension of credit immediately before the presstire of 
1907 is indicated by the fact that these loans sectired by 
mortgage multiplied several times during the period of 
liquidation which followed the presstire. They stood on 
Jtme 30, 1906, at only $1,680,224, to rise on June 30, 1907, 
to $2,910,744. Then came the sudden shrinkage in the 
value of securities, the curtailment of loans, and demands 
by the banks for supplementary security, which carried 
the amount of loans on mortgage on December 31, 1907, 
to $6,240,828; on June 30, 1908, to $7,773,865; and on 
December 31, 1908, to $10,504,677. It is to be expected 
that these amoimts will be gradually reduced with the 
restoration of sound conditions, since they are contrary 



51 



National Monetary Commission 

to the policy of the law which governs banks of issue and 
contrary to the condition of the banks themselves prior 
to the last few years, when loans on mortgage for all the 
banks were kept below $1,000,000. 

The original banking law of 1897 imposed four restric- 
tions upon banks of issue in regard to classes of business 
allowed. Two of these restrictions were directed to Umit- 
ing the character of paper discounted — that it should not 
run for more than six months and that it should be guar- 
anteed by at least two responsible signatures, unless col- 
lateral security was given. It is under the latter exemp- 
tion, as stated above, that a large share of Mexican banking 
business is done. The other two prohibitions were against 
loans sectired by mortgage (with the usual exemptions for 
property taken in case of default) and the pledging of cir- 
culating notes or creating any lien upon them. 

In spite of these restrictions, the rapid influx of capital 
into Mexico for investment in fixed forms after 1905 
encoiuraged the employment of banking methods which 
did not meet the approval of the Minister of Finance. 
This became apparent after Mexico had felt the reaction 
of the crisis of 1907 in the United States. Hence re- 
sulted a circular letter, issued by Mr. Limantom* to the 
banks imder date of February 10, 1908, pointing out 
that certain reforms seemed to be called for in banking 
practice and proposing a conference of bankers in April 
for the discussion of the subject. One of the results of 
these conferences was that further restrictions were im- 
posed upon the character of business permitted to the 
banks, much more minute and specific than those con- 
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tained in the original act. It was deemed advisable to 
directly prohibit participation in industrial enterprises 
and to- limit to lo per cent of capital and reserve the 
amoimt invested in corporation securities. A leaf was 
taken also from the national banking law of the United 
States, by prohibiting loans to any one person or corpora- 
tion exceeding lo per cent of paid-up capital. The text 
of these restrictions was embodied in a new draft of article 
29 of the law of 1897, which was made to read as follows:" 



it 



ARTICI^E XXIX. 

** It is prohibited to banks of issue: 

**i. To make loans or discount notes or other paper 
running for more than six months. 

**2. To discount notes or other commercial paper 
without at least two signatures of well-known solvency, 
unless collateral security is given. 

'*3. To make loans seciu-ed by mortgage except in 
the cases set forth in the following article. 

**4. To make loans without sufficient collateral to per- 
sons or associations not domiciled nor having business of 
importance in the States or Territories wherein the home 
office, branches, or agencies expressly authorized by the 
Treastuy Department may be located. From this pro- 
vision are excepted operations between banks. 

** 5. To mortgage their real property or borrow on their 

credits. 

** 6. To pledge or pawn their bank notes or to contract 
obligations respecting them. 

<> InstHuciones de Cridito: Leyes y Circulares RekUivaSf p. 13. 
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* 7. To accept uncovered bills of exchange or drafts, or 
to open credits not revocable at discretion by the bank. 

**8. To hold corporation stocks or bonds exceeding 10 
per cent of the amoimt of paid-up capital and reserve at the 
time. Securities representing the federal debt and others 
where the capital or revenues are guaranteed by the 
Government are not included in this limitation. 

**9. To operate on their own accoimt mines, metal- 
Iturgical offices, mercantile estabUshments, industrial or 
agriculttiral enterprises, or to take part, either by general 
or silent partnership, in associations, except under circiun- 
stances analogous to those set out in article 100, in which 
case the provisions of article loi shall be compUed with. 

*' 10. To engage in insurance operations. 

** II. To accept responsibilities, whether direct, indirect, 
or associate, from any single person or association, which 
in the aggregate exceed 10 per cent of the paid-up capital 
of the estabUshment. Rediscounts between banks are 
excepted." 

Chapter IX. — Movement of the circtUation. 

The Mexican bank-note system has not been long 
enough in operation to justify final conclusions in regard 
to the character of its movements. Any tendency which 
might exist toward automatic expansion or contraction to 
meet seasonal requirements has been more or less obscured 
by a number of special circumstances, the most con- 
spicuous of which have been the nattural expansion of a 
new system to meet the requirements of a country going 
through a rapid process of development and the issues 
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made to meet the changes which took place in the volimie 
of metallic money during the initiation of the monetary 
reform. A further circumstance which tended to obscure 
any piu-ely rythmical movement which might occiu* under 
stable conditions was the sharp contraction in the volume 
of business caused by the panic of 1907 in the United 
States and its after effects in Mexico. 

It was almost inevitable that the creation of new banks 
of issue in a large munber of the Mexican States should 
cause an increase in the note circulation. This tendency 
may be explained as the provision of an adequate medium 
of exchange where it did not before exist. This has been a 
common phenomenon in banking history, and also in the 
history of the distribution of the precious metals, that the 
new supply has gone largely to those localities where the 
means of circulation were scanty, instead of being super- 
imposed upon the circulation in that part of the com- 
munity where it was already adequate, or nearly adequate, 
for commercial operations.** 

The net increase in circulation in Mexico has not been 
large, however, in proportion to the growth in banking 
facilities. The issue of notes has been accompanied by a 
more than corresponding increase in the metallic reserves 
of the banks, which has left the amount of notes only 
slightly in excess of reserves. The reason for the growth 
of the reserve is found in the requirement of the banking 
law that metallic money shall be held to the amount of 50 
per cent of certain classes of demand liabilities in addition 

<»This subject is discussed more fully in the author's "Principles of 
Money and Banking/' Book II, Chap. VI, on "The Distribution of Money." 
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to circulating notes. The relative increase in circulation 
and in metallic reserve for representative years since the 
enactment of the new banking law has been as follows: 

Increase of note issue and metallic reserve. 



December 3 1 — 



1898. 

1900 

1903 

190S-- 

1906 

1907 

1908 

1909 (June 30) 



Circulation. 



$54,375,769 
64.013,464 

84.208,709 
94,141.407 
97.787.878 
91. 475. 98a 
87.504.630 
9a. a3i.477 



Metallic 
reserve. 



$39,197,084 
49.394.761 
61.564,983 
68. 31a. 005 

64.909.345 
69.818.349 
77.753.503 
84.352,541 



The increase in note issues within ten years shown by 
the above figures is about 65 per cent, while the increase 
in reserves is 98 per cent. This increase in circulation is 
not in itself insignificant, but it is small compared with 
the increase in total banking assets, which was more than 
300 per cent between 1898 and 1908. The rapidity of 
this growth over five-year periods is graphically shown by 
these figures: 

Growth in hanking assets. 

Dec. 31, 1898 $170,650,776 

Dec. 31, 1903 360, 144, 145 

Dec. 31, 1908 704,522,244 

The comparatively moderate increase in bank-note cir- 
culation is susceptible of several explanations having 
special reference to conditions in Mexico. In countries 
where the check system has been highly perfected, as in 
Great Britain and in the United States, it would be pos- 
sible to attribute such a condition to the preference for 
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checks over bank notes. To a limited extent, but to a 
limited extent only, this explanation would probably fit 
conditions in Mexico. The extensive operations carried 
on by American smelting and mining companies and by 
other large corporations, both domestic and foreign, have 
been facilitated by the extension of the banking system 
and are consummated largely by checks, drafts, and bills 
of exchange rather than by the employment of notes. A 
part of the reason for the slow increase in note circulation 
is to be found, however, in the preference of the mass of 
the community for **hard money,'' or for the physical 
possession of silver coin, which was for so long a time 
almost the only medium of exchange. The use of silver 
was a part of national economic policy for many years, in 
order to afford a market for the metal, and was promoted 
by limiting the minimum issue of bank notes to five pesos. 
For all transactions in smaller amounts a void was left 
for the use of the peso duro (or hard dollar) , which so long 
enjoyed the monetary empire not only of Mexico, but of 
China, the Philippines, and other countries of the Orient. 
This and another cause for the limited circulation of notes 
are thus set forth by Favre:** 

**For this state of things may be assigned two reasons, 
which, however, mutually supplement each other. It 
should not be forgotten, in the first place, that the Mex- 
ican bank note is not legal tender. Although it is received 
everywhere, even in the public offices, no one is compelled 
to accept it. In the second place, thanks to the large 
production of silver and to its free coinage, Mexico was 

o Les Banques au Mexique, p. 78. 
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always abundantly supplied with metallic money, and as 
no one was compelled to receive notes, the employment 
of silver money, which had already entered so deeply into 
popular habits, was continued. It is probable that with 
the adoption of the gold standard and the suspension of 
the free coinage of silver this situation will be modified 
and the credit circulation will acquire a wider extension. " 
So far as it is possible to draw inferences in a guarded 
way from the fluctuations in the Mexican bank circula- 
tion, it would seem that the end of the quarter — in 
March, June, September, and December — ^is usually a 
period of expansion. Examination of the table given 
below, showing the changes in note circulation at the 
end of each month for the four years ending with 1908, 
shows that, with the single exception of December, 1907, 
the circulation at the close of these months was larger 
than that for the month preceding. In the spring the 
increase often extended over to the close of April, but in 
the summer showed usually a considerable contraction in 
July. The record of October is less uniform. The month 
of December, with the exception of the crisis period of 
1907, shows the expansion at the end of the quarter in a 
rather more marked degree than in other cases. So far 
as any inference can be drawn from so limited a set of 
data, the spring months appear as those of active demand 
for notes, while the summer shows a considerable con- 
traction. 

m 

The events attending the consummation of the mone- 
tary reform in 1905 and 1906 and those attending the 
business'^ reaction at the close of 1907, disclose at least a 
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considerable degree of responsiveness on the part of the 
note circulation to the demand for currency. The details 
regarding the action of the banks in supplying notes to 
cover the withdrawal of silver coin in carrying out the 
monetary reform are set forth elsewhere. It is sufficient 
to say in this connection that the banks met the require- 
ment for currency by increasing their note issues to take 
up the coin withdrawn. 

The movement of the note issue at the time of the 
crisis of 1907 was quite different from that of the note issue 
by the national banks of the United States. The note 
issue of Mexico showed a fall from a maximum of 
$100,964,740 at the close of March, 1907, to $95,673,890 
at the close of September and to $91,475,982 at the close 
of December. A still lower figure was reached in Janu- 
ary, 1908, to be followed by an expansion in March of 
about $4,750,000. Contraction then set in again in 
earnest, until the close of August, 1908, showed a circula- 
tion of only $83,741,316, or more than 16 per cent below 
the maximum of the period of expansion. Some recovery 
took place during the autumn of 1908, but the circulation 
still remained at the close of December, in spite of the 
end-of-the-quarter demand, at $87,504,630, or fully 12^ 
per cent below the maximum of 1907. The details of 
these movements of the circulation at the end of each 
month appear below. 
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Changes in note circulation at end of each month. 



*. 

I» 



End of — 


1905. 


1906. 


1 

1907. 1908. 


January . 


$82,995,576 
84.346.461 
85,824,568 
87.213,076 

87,054.131 
89. 454. 355 
92,002, 194 
89,461,960 

90,376,303 
92,933.798 
91,918. 180 
94,141.407 


$93,597,868 
96, 181. 246 

96.912.751 
98.143.032 
95.985.238 
97,134.976 
95.487,247 
93.275.113 
94.597.493 
95.108,751 
96,017,095 
97.787.878 


$98,184,395 
99,674.882 

100,964,740 
99,073,839 
98,397.088 
98,470.528 
96,147,427 
95.521.153 
95.673.890 
94,577.098 

92,699.333 
91, 475, 983 


$89,659,571 


February 


91,689, 733 


March 


94,410, 477 


April 


93. 584. 097 


May 


91, 770,813 


June. ... ... 


92, 253, 293 


July. 


8<, 930, 980 


August 


83, 741, 316 


September 


84, 539. 123 


October 


84.663, 367 


November _> 


84. 544, 943 


December 


87, 504,630 









Whether these figures indicate a healthy movement of 
the circulation or not, they at least indicate susceptibility 
to change in conformity with changes in commercial con- 
ditions. How widely this movement differs from that of 
the circulation in the United States, based upon United 
States bonds, may be judged by the brief summary of the 
movement of the American circulation contained in the 
following table: 

Movement of circulation in the United States. 



'Date. 



July I, 1907 

January i, 1908 

July I, 1908 

January 1, 1909 

July 1, 1909 

August 1, 1909. 



Secured by — 



Bonds. 



$555,570,881 
643.459.898 
633, 350.517 

638.786, 30S 
659.673,408 
667,508,731 



Lawful 
money. 



$48,317,809 
46,670,997 
75.083,400 
48, 381,960 
30, 346, 666 
27.845.433 



Total 



$603,788,690 
690, 130,895 

698,333.917 
677,068, 165 

689.920.074 
695.354.164 
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The significance of these figures is found chiefly in the 
movement of the circulation sectwed by bonds. It appears 
that while there was an increase of about $88,000,000, 
or less than 8 per cent, at the time of the panic, to meet 
the demand for ciuxency, there was a subsequent con- 
traction of only about $20,250,000, or less than 3^ per 
cent, after money had become redundant, and rates for 
call loans in New York were for a long time continuously 
below 2 per cent. This trifling contraction, moreover, 
was offset more than twice over within about another year 
by the issue of notes upon bonds which had previously 
been used to protect deposits of public money with the 
banks." 

The criticism might perhaps be made against the move- 
ment of the Mexican circulation that it did not meet the 
requirements of an elastic ciuxency by prompt expansion 
for tiding over the temporary demand for a medium of 
exchange at the height of the panic. It does not appear, 
however, that such a demand was acutely felt, and it is 
certain that there was no suspension of currency payments 
nor any abnormal increase in the discount rate for sound 
loans. There was considerable disturbance in the market 
for credit due to large investments in securities which 
could not be quickly realized, but the effect was felt upon 
the credit situation rather than upon the demand for cur- 
rency. Such demand as arose for the support of the mar- 
ket by the issue of additional notes was met chiefly by 
the National Bank rather than by the state banks, as 

oCf. Wall Street Journal, August 10, 1909, from which the above figures 
are taken. 
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has been set forth in the chapter devoted to that insti- 
tution. 

Chapter X. — Adoption of the gold exchange standard.^ 

The work of putting the banking system upon a modem 
basis had hardly been achieved when Mr. Limantour 
turned his attention to the subject of the metalUc stand- 
ard. Mexico had been a large producer of silver from 
the times of the Spanish conquest, and her standard coins 
had found their way through the gateways of Europe 
and the Philippines — ^which was at one time an appanage 
of Mexico — into China, Japan, and most of the countries 
of the China Sea. But the gradual fall in the gold price 
of silver, accentuated in 1902 by the lowest level ever 
touched by the metal, convinced Mr. Limantour and his 
advisers that Mexico must follow other advanced nations 
onto the gold basis. The public finances were deranged 
by the fall of silver, because much of the foreign debt of 
the country had been contracted in gold, and the import 
trade had been reduced almost to gambling because ex- 
change with gold coimtries had become subject to such 
wide fluctuations. More important still was the effect of 
the fall of silver and its incessant fluctuations upon the 
earnings of the railways and the refusal of foreign capital 
from gold coimtries to embark in the extension of the 
railway network or in other Mexican enterprises. While 
many local enterprises profited after a fashion from the 
rise in exchange, the railways were governed by official 

/■ 

o The account here given of the adoption of the exchange standard fol- 
lows in the main the narrative of the author's " History of Modem Banks 
of Issue," fourth edition, New York, G. P. Putnam's Sons, 1909. 
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rates, which the Government only tardily, in 1902, au- 
thorized them to change. 

Confronted by these conditions, Minister Limantour 
obtained the approval of President Diaz for the appoint- 
ment of a monetary commission to investigate all phases 
of the subject of the metalUc standard. While this com- 
mission was at work in Mexico, beginning in the spring 
of 1903, another step was taken by the Mexican Govern- 
ment, designed to secure a certain degree of international 
cooperation in establishing more stable exchange between 
other silver-using countries and gold-standard countries. 
Notes substantially identical in language were addressed 
in January, 1903, by the representatives of China and 
Mexico to the Government of the United States, asking 
the aid of the latter in presenting the subject to those 
Governments having commercial and territorial interests 
in the Orient. It was pointed out that the imports 
of certain silver-using countries reached a total of 
$574,627,323 (in United States gold coin), and that the 
problem of securing relative stability of exchange between 
the gold and silver countries is one whose importance is 
not limited to silver countries, but comes home with 
force to all those gold-standard cotmtries which are seek- 
ing markets for their products in silver countries and are 
seeking the extension of their trade in the Orient. 

The Government of the United States responded favor- 
ably to this appeal, and President Roosevelt, imder 
authority of Congress, appointed a commission of three 
members to cooperate with a commission appointed by 

o Commission on International Exchange, 1903, p. 39.* 
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Mexico to present the subject to other Governments.** 
These commissions visited successively London, Paris, 
The Hague, BerHn, and St. Petersburg, where they con- 
ferred with commissions appomted for the purpose. The 
result of their mission was an agreement between repre- 
sentatives of all the Governments visited — ^those of Great 
Britain, France, the Netherlands, Germany, and Russia — 
which was well expressed by the first resolution adopted 
at London:'' 

"That the adoption in silver-using countries of the gold 
standard on the basis of a silver coin of unlimited legal 
tender, but with a fixed gold value, would greatly pro- 
mote the development of those countries and stimulate 
the trade between those countries and countries already 
possessing the gold standard, besides enlargmg the invest- 
ment opportunities of the world." 

There was not absolute agreement among the various 
powers in regard to the best means of reaching this 
result, but in most cases it was agreed that the ratio of 
32 to I should be adopted as the relation between the 
gold standard and the new silver coins. This funda- 
mental resolution was an indorsement of the principle of 
the gold-exchange standard. 

Not much more than a moral effect was anticipated by 
the Government of Mexico from the efforts made abroad. 

oThe members of the American commission were Hugh H. Hanna, of 
Indiana; Charles A. Conant, of New York; and Prof. Jeremiah W. Jenks, 
of New York. The members of the Mexican commission were Enrique C. 
Creel, president of the Banco Central; Luis Camacho, financial representa- 
tive of Mexico in London; and Eduardo Meade, of San Luis Potosi. 

& Report of the Commission on International Exchange^ J90J, p. 141. 
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Public opinion was still sensitive in the United States, 
and to some extent in Europe, against international bi- 
metallism, for which the United States had made their 
last effort in 1897.** It was expressly declared, therefore, 
in both the Mexican and Chinese memoranda to the 
United States, that it was not the expectation or the 
wish *'that the gold-standard coimtries should take any 
action tending to impair their monetary standard or to 
make material changes in their monetary systems. * One 
of the objects sought, however, was to bring about 
greater regularity in the purchase of silver bullion by 
different powers, when required for coinage purposes, in 
order to diminish fluctuations in exchange with silver 
countries. The soundness of this policy was so far recog- 
nized by the British Government that it was afterwards 
adopted on a large scale in purchases of silver for India. 
While the commission on international exchange was 
pursuing its mission in Europe the commission appointed 
to study the subject at home continued its inquiries through 
several subcommittees. The fourth subcommittee, which 
was charged with analyzing the effects of the fall of silver, 
reported in favor of a system of stable exchange for 
Mexico at a ratio of 33 to i . The full commission held its 

<» Vide "Statement respecting the Work of the Recent International 
Bimetallic Commission," by Senator Wolcott, of Colorado, in United States 
Senate, January 17, 1898. It was then proposed to the government of 
British India that it should retrace the steps of 1893 by again opening its 
mints to free coinage of silver, but this was met by a "unanimous and 
decided opinion" on the part of the government against such action. — 
Commission on International Exchange, 1903, p. 303. 

& Commission on International Exchange, 1903, p. 45. 
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final sitting on February lo, 1904, and in its report recom- 
mended the adoption of a stysem based on the gold stand- 
ard. They did not advise the adoption of a gold currency, 
but of a system which would keep silver in circulation in 
quantities as large as possible without impairing the main- 
tenance of the legal ratio with gold. To these ends it 
was recommended : 

1 . That the mints be closed to the free coinage of silver, 
and that the reimportation of Mexican pesos be prohibited 
after proper delay. 

2. That a ratio be estabUshed between gold and silver 
based upon the average gold price of silver for the pre- 
ceding ten years, which should not be raised more than 
10 per cent. 

3. That gold should not at first be coined for either the 
Government or individuals, but that such comage should 
be deferred until the new coin should have attained parity 
with gold and when in the opinion of the Government the 
circulation of gold would not impair the maintenance of 
this parity.^ 

A plan for carrying out these ideas was presented to 
Congress by Minister Limantour on November 16, 1904, 
which reviewed all sides of the discussion which had been 
taking place in Mexico, frankly discussed the merits and 
defects of the old system, and pointed out the means of 
estabUshing the new. In this report the argmnent that 
the export trade profited by a depreciating currency was 
examined and found to have little foimdation in the com- 
mercial history of Mexico. It was the conclusion of the 

<» Commission on International Exchange, 1904, p. 419. 
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minister that the expansion of the mining industry, 
though facilitated by the depreciation of the local cur- 
rency, could not be ascribed to that as the chief cause, 
but to other causes, foremost among which were the con- 
struction of railways into new regions, the cheapening of 
transportation rates, and modem methods of treating the 
ores. Turning to the figures of gross export trade, it was 
pointed out that during the ten years ending with 1891, 
when the fluctuations in the gold value of silver were 
slight, total exports rose from $26,000,000 to $53,000,000 
in American gold, or more than 100 per cent, while for 
the ten years ending with 1901, during which the value 
of the Mexican peso fell from 84 to 48 cents in gold, the 
increase in the value of exports, reduced to gold, was only 
from $63,000,000 to $77,000,000, or about 22 per cent." 
The minister did not adopt, in terms, the conclusion of 
members of the American commission in 1903, that, 
imder the system of a falling monetary unit, '* Mexico 
had in recent years given up a growing proportion of the 
products of. her own labor and intellectual efficiency in 
return for foreign products;" but in his report in the 
autumn of 1905 he brought out the corollary of this 
proposition, that the rise in the unit in 1905 enabled 
Mexico **to purchase a much larger quantity of foreign 
merchandise without any very material increase in our 

o Monetary Reform in Mexico^ p. 4. This subject was discussed and 
similar conclusions reached in a paper submitted to the Mexican commis- 
sion by the present writer, Professor Jenks, and Mr. Edward Brush, April 
18, 1903. (See Commission on International Exchange, 1903, pp. 431-439.) 
It was also discussed exhaustively by Senor Casasus, Currency Reform 
in Mexico, pp. 193-239. On the same subject in other countries, vide 
the author's Principles of Money and B^mking, I., pp. 347-351. 
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remittances abroad/'^ An important factor in the prog- 
ress of recent years was the abolition of the alcabalas, 
or interior customs taxes at state lines. It was not 
until the middle of the year 1896 that this reform was 
effected, with the result of relieving commerce from a 
galling exaction and greatly stimulating the public reve- 
nue from other sources. 

A measure to carry out the reforms proposed by Minister 
Limantour was submitted with his report and became law 
on December 9, 1904. This law declared that the existing 
silver coin, containing 24.4391 grams of pure silver and 
2.6342 grams of copper, should continue to possess full legal- 
tender powers, but that it should have a value equal to 
75 centigrams of pure gold. The issue of money of all kinds 
was reserved to the executive, who was also clothed with 
authority to forbid or tax the importation of Mexican pesos 
into the Republic; to continue coinage of old pesos for ex- 
port; to modify the form of the peso; to authorize the 
circulation for a limited time of the gold money of other 
nations; to modify the mining laws by reducing the charge 
of 2 per cent upon coinage, the stamp tax of 3 per cent, 
and the charges for assaying, smelting, and refining; to 
modify the taxes on mine titles and various local taxes; to 
exempt mining machinery from import duties; to arrange 
for advances upon silver bullion and for its sale under favor- 
able conditions at home and abroad; and to create a com- 

o Financial Documents, December, 1905, p. 4. The minister calculated 
that exports valued in silver, amounting for the fiscal years 1903, 1904, and 
1905 to $207,377,793, $210,312,374, and $208,520,451, respectively, worked 
out in gold value, at the average rate of exchange, at $82,950,000, 

1,440,000, and $101,710,000, respectively. 
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mission for the purpose of maintaining stability of ex- 
change, to which should be confided a special fund to be 
created by the executive and such powers as the executive 
thought proper.** 

Sweeping as these measures were, there was some divi- 
sion of opinion as to the effective steps required for main- 
taining parity. Mr. Creel, chairman of the Commission on 
International Exchange, had urged that exchange funds 
should be established in New York and Europe, and had 
upon this point been vigorously supported by members of 
the American commission, but he was overruled by the 
majority of his associates. Minister Limantour accepted 
in a tentative way the view of the majority, that the appre- 
ciation of the silver peso to gold parity could be brought 
about by scarcity, but by the institution of the commission 
on money and exchange he recognized the view that some- 
thing more than scarcity must be relied on, under all the 
conditions of international trade and the money market, to 
maintain permanently a parity once attained. 

The event which contributed most to allay doubts and 
to permit the Government to advance from the groimd of 
experiment to that of accomplishment was the rise in the 
price of silver bullion. The hiatus in the demand for the 
metal which had carried its price down in the London 
market to 2iHd. in December, 1902, and January, 1903, 
was at length passed, and during the period from April, 
1903, to the beginning of 1905 silver moved slowly, but 
almost uninterruptedly, upward.* In January, 1905, the 

oThe text of this bill (in English) is given in the Report of the Commission 
on International Exchange, 1904, pp. 449-50. 

ft Commission on Intemaiionai Exchange, 1904, p. 28. 
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London price was 28^d. — an advance of nearly one-third 

over the low point of 1903. On March 25, 1905, therefore, 

although silver had then receded to about 26d., the new 

gold standard was put into effective operation. A step 

toward the policy of India was introduced by one of the 

laws now promulgated by the provision that henceforth, 

except for recoinage, new silver money should be issued 

only in exchange for gold coin or bars at the legal parity. 

It was provided that this exchange of silver for gold should 

cease to be obligatory when silver rose above the legal 

parity. 

A fimd was constituted by section 27 of one of the new 

laws, called ** Fund for the regulation of the monetary cir- 
culation,'* with the avowed object of faciUtating the adap- 
tation of the monetary circulation to the requirements of 
stability in foreign exchange. At the same time (April 3, 
1905), a commission on money and exchange was created 
and .a fimd of 10,000,000 pesos was placed imder its con- 
trol, deposited in part at the National Bank of Mexico 
and in part at the other principal foreign banks. These 
funds were destined to support exchange by enabling the 
commission to buy or sell gold drafts according to the 
state of the market. ^ 

The work of the commission was given an entirely dif- 
ferent direction from what was expected by the continued 
rise in the price of silver bullion. By the close of 1905 
Mexico was not only firmly established upon the gold 

o Viollet declares that this " completed in a happy way the reform, which 
could not have been accomplished if it had been founded exclusively on 
the scarcity of money." — Le Prohlhne de V Argent et VEtaUm d*Or au 
Mexique, p. 202. 
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standard, but vas beginning to import gold in payment 
for her exports of silver. Up to the year 1904 exchange 
on New York had fluctuated in harmony, more or less 
exact, with the market for silver bulUon. During the 
latter half of 1904, however, this exchange became prac- 
tically fixed at $2.16 in Mexican money for $1 in United 
States gold.^ The reason was in part the rise in silver, 
but was also in part the known purpose of Mexico to 
estabUsh soon the relation of two to one. With the fur- 
ther rise in silver in 1905, which carried the average Lon- 
don quotation for the metal to 27nd. for the year, and 
to a maximum of 33j/id. early in 1906, it became no longer 
a question of maintaining the value of the silver coins, 
but of keeping them down to the gold value fixed by law. 
The first importations of gold were encouraged by the 
Government in order to enable the banks to diversify 
their reserves, but before the close of 1906 the golden 
stream had become a torrent and silver coins were freely 
exported because the market price of their bullion con- 
tents was above their legal value in Mexico. Exports of 
silver from Mexico for the sixteen months ending with 
October, 1906, were $55,608,823, and the coinage of gold 
was $51,606,500.^ The fear spread that the country 
would be denuded of the stock of subsidiary silver neces- 
sary to do business, and in the autumn of 1906 an export 
tax of 10 per cent was imposed upon the amount of silver 
coins sent abroad without the importation of an equiva- 
lent amount of gold. "" 

« Commission on International Exchange, 1904, p. 29. 

ft Financial Documents, December 1906, p. 7. 

c Bulletin de Staiistiquef January, 1907, LXI, p. 120. 
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Fortunately the new monetary law, while leaving the 
old silver peso unchanged at 27.03 grams, provided for 
subsidiary silver coins lighter in weight in proportion to 
their legal value (25 grams to the peso) and with a fineness 
of eight-tenths in pure silver instead of 0.902.* This pre- 
cluded the profit which was found with the old pesos in 
exporting them for sale in the London silver market. The 
poUcy pursued by the Government, therefore, was to re- 
frain entirely from the coinage of pesos and to endeavor 
to fill the channels of circulation with gold, bank paper, 
and subsidiary silver. To this end, in December, 1905, 
the issue of gold certificates was authorized against 
deposits of bar gold and foreign gold coin. Every eJBFort 
was made also to increase the coinage of subsidiary silver, 
until at the end of November, 1907, the amount coined 
in about two years and a half in pieces of 50 centavos was 
$26,186,619, and in smaller pieces $5,499,923.* 

By the close of the fiscal year 1908 the amount of 
gold coinage which had been executed since the inaugura- 
tion of the monetary reform in 1905 had reached 
$81,626,500; silver pesos, $3,700,000; pieces of 50 centa- 
vos, $26,830,619.50; pieces of 20 centavos, $3,846,923.80; 
and pieces of 10 centavos, $1,823,000, making a total 
silver coinage of $36,200,543. * The coinage of the fiscal 
year 1908 was $16,600,000 gold and $7,403,619.50 silver. 
Within that time, or as early as October, 1907, silver had 
dropped below the Mexican legal parity in the bullion 

a Decree of March 25, 1905, Bulletin de Statistique, May, 1905, LVII, 
p. 560. 

f> Financial Documents, December, 1907, p. 17. 
c Financial Documents f December, 1908, p. 25. 
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market and the danger of undue exports of the coin was 
over.* The result of the fluctuations in the value of the 
metal had been to equip the banks with an ample stock 
of gold and leave the stock of silver coin adequate for 
national needs. On June 30, 1908, the exchange and cur- 
rency commission had a net fimd of $17,100,340, of which 
$6,100,000 was in Mexican gold coin, $6,104,169 on deposit 
with banks and banking firms at home and abroad, and 
$3,000,000 in silver pesos. ^ 

Chapter XI. — The banks and the monetary reform. 

The banks imder federal jurisdiction naturally played 
an important part in carrying out the monetary reform. 
They turned over the old silver pesos to the Government 
as rapidly as conditions permitted for conversion into the 
new. The National Bank furnished the $10,000,000 with 
which the exchange and currency commission were pro- 
vided by the law of March 25, 1905. The problem which 
confronted the administration during the transition from 
the old system to the new was to adjust the voltune of 
coinage to the requirements of business in such a way as 
to bring about parity of exchange, without producing 
unnecessary stringency in the money market. The cur- 
tailment of the amount of silver pesos in the hands of the 
pubUc was estimated by Mr. Limantour, the Minister of 
Finance, at $3,000,000 between May and October, 1905, 
apart from exportations of silver from the exchange fund. 

o The average London price of silver bullion for the year ending June 30, 
1908, was 27.3313d., but the highest price in August, 1907, was 32 J4^' and 
in May, 1908, only 24||d. — Report of the Director of the Mint 1908, p. 24. 

6 Financial Documents, December, 1908, p. 26. 
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The contraction was much more considerable during 
November, 1905, when, as the result of the rise in the value 
of silver bullion, pesos were shipped abroad to an amount 
estimated at $10,000,000, of which $5,500,000 was with- 
drawn from the exchange fund and $1,000,000 to 
$2,000,000 directly from the banks.* 

While these changes were taking place in the cash hold- 
ings of the banks, the void in the circulation was being 
filled by increased issues of bank notes. Thus, the total 
note circulation advanced from $82,995,576 at the close 
of January, 1905, to $92,002,194 at the close of July, 1905. 
The increase was principally in the issues of the National 
Bank, which increased between the dates named from 
$22,513,994 to $28,502,230. As a result of these move- 
ments it was declared by the Minister of Finance that the 
curtailment of specie was, up to the end of October, more 
than compensated by increased issues of notes and that 
the heavy shipments of pesos in November only brought 
about a reduction of $2,000,000 approximately in the 
total stock of monetary units (cash and notes) between 
May and the beginning of December, 1905. 

The banks were enabled, by the unexpected rise in the 
price of silver bullion above the legal parity in 1905 and 
at the beginning of 1906, to strengthen their reserves in an 
unexpected measure. Up to near the close of 1905 the 
metallic resources of the banks consisted chiefly of silver, 
and reliance was placed upon the funds of the exchange 
and currency commission to keep this silver at its legal 
gold value. With the rise in the price of silver bullion in 

o Financial Documents, 1905, p. 13. 
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the London market, it became possible to sell the coins for 
gold at more than their legal gold value. The margin at 
first was so slight as to encourage this movement only- 
through the exchange and currency commission and the 
banks. During this period the commission was easily able 
to persuade the banks of issue to realize their silver pesos 
abroad through its instrumentality for an equivalent 
amount in gold. As the price of silver rose, however, so 
as to make the margin of profit upon the sale of coins con- 
siderable, large shipments were made by private individ- 
uals as well as by the banks and it was deemed necessary 
to pass a law, imposing an export tax on Mexican silver 
coin sent abroad without the importation of an equivalent 
amount in gold.« 

So rapidly were the reserves of the banks converted from 
silver into gold that the Government for the first time, in 
January, 1906, decreed that 'the character of the money 
held in bank reserves should be classified as to whether it 
was gold or silver. In the first statement made imder this 
requirement, for January 31, 1906, the gold held was as 
yet only $15,832,840 and the silver was $49,781,155, in a 
total of $65,613,995. By the end of June the gold 
had increased to $42,381,837 and the silver had fallen to 
$29,849,675, in an increased total of $72,231,513. For 
the next few months the increase in gold held by the 
banks was not rapid, but there was a gradual advance until 
the autumn of 1907, when the amount of gold held on Sep- 
tember 30 was $54,262,427 and of silver $14,531,420 in 
total cash holdings of $68,793,847. 

f^ Financial Documents, December, 1906, p. 6. 
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The experience of the depression of 1908 was to reduce 
somewhat the proportion of gold and to increase the pro- 
portion of silver. This was the natural result of the di- 
minished demand for currency caused by the relaxation of 
business activity, and the reflex movement of money back 
to the banks, because the money actually in use consisted 
chiefly of silver and not of gold. Between December 31, 
1907, and February 29, 1908, the gold holdings of the banks 
fell from $53,854,896 to $48,974,648. while silver holdings 
increased from $15,963,452 to $16,156,988 and subse- 
quently, on June 30, 1908, to $23,908,748.^ The decline 
in specie from December 31, 1907, to February 29, 1908, 
was from $69,818,349 to $65,131,636. Of these sums the 
National Bank of Mexico held on December 31, 1907, 
$32,015,845 and on February 29, 1908, $29,931,696. 
Thus, partly by the operation of normal causes and partly 
by their own foresight, the banks of Mexico were supplied 
with metallic reserves in actual gold, which not only added 
to their capacity to maintain the parity of their own notes, 
but greatly strengthened the monetary position of the 
country. 

» 

Chapter XII. — Organization of the State Banks, 

The form of organization of the state banks of issue is 
not definitely set forth in the law of 1897, but it is impUed 
that the bank shall be under the direction of a board of 
directors, or council of administration (Consejo!(j de 
Administraci6n) , who shall exercise their executive 
authority through a majority. The members of the 

o Financial Documents ^ 1908, p. 20. 
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board are declared to be responsible at the civil law for 
any infringement of the provisions of the banking law 
which has their sanction. The manager carrying out 
such infringements is also made liable, imless he has 
acted under express orders from the directors. The 
severe UabiUty of the board and of the manager, however, 
does not impair the criminal liability which they may 
have incurred imder either federal or local laws.^ No 
member of the board of directors can enter on the dis- 
charge of his duties without giving bond, for which pur- 
pose he must make a deposit in the bank in cash or in 
shares of the bank, according to the amount fixed by its 
by-laws. 

Members of the board are not permitted during the 
first year of the existence of the bank to take part in any 
transactions by which they render themselves liable to 
become debtors to the bank. After the expiration of 
the first year, they are permitted to enter into such trans- 
actions when they are associated in the liabiUty with 
another guarantor of undoubted solvency or when they 
furnish collateral security for double the amount of such 
debt or Uability. This provision was extended in 1908 
to partnerships of which members of the board might be 
members. It was also strengthened by the requirement 
that there should be unanimous agreement, in cases of 
loans of this character, among the directors present in 
regard to accepting the guaranteeing firm or the collateral 
offered, imless the latter fell under the classes of securities 

o Law of 1897, art. no. 
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described by the law as immediately realizable or negoti- 
able. It was also prohibited to officers and managers to 
transact personal business at the bank.* 

Chapter XIII. — Publicity and official supervision. 

Minister Limantonr in the law of 1 897 took several leaves 
from the banking history of American as well as European 
coimtries in requirements regarding publicity and official 
supervision. It was provided, even in the preliminary 
outline of the new system embodied in the law of Jime 3, 
1896, that the banks should publish monthly a cash state 
ment which, besides showing balances of accoimts as 
required by law, should also set forth the amount of coin 
on hand, the amount of notes in circulation, and the 
amount of deposits payable on demand or on notice of 
three days or less. The purpose of this enactment 
seemed to be to disclose merely the relation of the cash 
reserve to liabilities. The complete law went further by 
setting forth in detail the items which must be included 
in these monthly statements. These were, on the side 
of assets, the imcalled capital; cash holdings; amoimt of 
discounts ; amount of loans on collateral ; amount of loans 
on mortgage; holdings of public funds, other bonds, and 
shares capable of being immediately converted into cash; 
the balance of debtor current accounts; and the value of 
real estate held by the bank. On the side of liability 
only five items were required — capital; notes or other 
obUgations in circulation; deposits subject to call at 

ol^aw of June 19, 1908. Instiiuciones de Cridito: Leyes y Circulares 
Relativas, p. 175. 
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short notice; the balance of debtor current accounts; 
and the reserve fund. 

Early in 1906 a subdivision was required of cash hold- 
ings into gold coin, silver pesos, and subsidiary silver. 
The law of 1908 added some further specifications, designed 
to bring to light the investment of assets in questionable 
forms and to show the amount of surplus funds and the 
character of deposit liabilities. 

Aside from these pubUshed monthly statements, the 
banks are subject to the supervision of the federal Depart- 
ment of Finance. The power of this department maybe 
exercised either through inspectors permanently appointed 
for each bank or through special mspectors appointed for 
particular reasons." The functions of these inspectors 
go beyond those of bank examiners under the national 
banking law of the United States and assimilate somewhat 
closely to those of the board of censors of the Bank of 
France and the Bank of Belgitun. They are authorized 
to take part in the preparation of the monthly balance 
sheets and to verify, when they see fit, the cash holdings 
and the outstanding issues of the bank. Their signature 
is required to notes or securities which are put in circula- 
tion, after they have been stamped by the Government 
and been subjected to other ofl&cial requirements for their 
validity. With these powers, it becomes their duty to 
see that the notes or securities put in circulation do not 
exceed the amoimt which each bank is entitled to issue. 
They are also required to be present and certify to the 
cancellation of notes or securities, to losses by fire or 

<^ Article 113. 
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otherwise, and to exercise similar supervision over the 
coupons of securities. They are required to keep a record 
of notes and securities put in circulation with their sanc- 
tion and such as are canceled and destroyed. It is their 
duty to attend auctions and drawings which the banks 
may hold and to give immediate notice of any infringement 
of the law to the Department of Finance. They are 
required to submit in January and July of each year a 
detailed report of the discharge of their functions during 
the preceding half year, with proper statistical data. 

Inspectors are prohibited from interfering with the 
management of the bank's business; from giving any in- 
formation to outsiders; from holding shares in the bank 
for which they are inspectors; or to apply for loans or in 
any way become debtors to the bank. To hold shares or 
apply for loans makes their dismissal mandatory .« In the 
preparation and revision of the annual balance sheets, the 
inspectors are granted the same powers which are granted 
by law to the auditors of joint-stock companies. They 
must verify the items of the balance sheet by comparing 
each statement with the books of the bank, but they can 
not demand the accounts in detail or the correspondence, 
minutes, contracts, or other papers of the bank, except 
under a special order from the Minister of Finance or 
when the bank voluntarily agrees to show these papers. 
The inspectors are required, in case a bank is liquidated 
or dissolved, to represent the holders of the outstanding 
notes or sectuities in enforcing their rights, but the latter 
may protect their rights in person or through an attorney. 

o Article ii6. 



80 



B an k in g^ System of Mexico 

This system of local inspectors was supplemented in 
1904 by the creation of an inspector-general, who super- 
vises and coordinates the work of the local inspectors and 
has the same rights as they over the bank.^ The compar- 
atively small number of banks in Mexico, even after the 
expansion of the last ten years, makes it possible for the 
Minister of Finance, who stands above the inspector- 
general and the Jocal inspectors, to exercise a more direct 
supervision than if he had under his care several thousand 
independent institutions, as in the United States. The 
Minister of Finance is constantly in touch with the 
inspector-general and examines from time to time the 
reports of the local inspectors. It is in the discretion of 
the minister, under the limitations of the law, to forfeit 
the charter of a bank or to impose upon it severe penal- 
ties. Forfeiture may be decreed for failure to bring the 
note issue promptly down to the limit of three times the 
metallic reserve, for obvious insolvency, and for various 
other reasons. 

The right to decide whether a bank shall be consoli- 
dated with another or whether it shall establish branches 
is subj^t to the discretion of the Minister of Finance. 
Banks a^ e prohibited from establishing agencies, even for 
the redemption of notes, within the Federal District, and 
can not open other branches or agencies except with the 
special permission of the Executive. ^ Consolidation with- 
out the previous consent of the Department of Finance 
operates forfeitture of a bank's charter. Another provi- 
sion, designed to prevent undue foreign interference with 

o Favre, p. 33. & Article 38. 
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banking in Mexico, declares that a charter shall be for- 
feited when the majority of the shares of a bank come 
into the hands of a foreign government.^ Forfeiture shall 
not be declared, however, until the bank has had an oppor- 
tunity to be heard in its own defense. 

The Minister of Finance names and dismisses the 
inspectors, and thereby exercises a marked degree of con- 
trol over banking conditions in each locality. Many 
executive decrees and circulars of suggestion to the banks 
have been based upon the reports of the inspectors and 
upon their special recommendations. The control of 
the banking system is thus highly concentrated and the 
work of the inspectors, according to the observation of 
M. Favre, ** exceeds the limits of ordinary supervision 
and extends to actual collaboration in the improvement 
of the banking regime. ^ 

As M. Favre points out, there are two sides to this 
question of executive control. If the Minister of Finance 
is a man of experience and capacity, there can be no 
better guaranty for the security of the public and the 
prosperity of the banks, for not only will he take care that 
they shall not depart from the rules laid down, but he 
will not allow them to take a step in advance, either by 
increase of capital or the foimdation of branches, which 
is not absolutely justified by the obvious interest of the 
depositors and shareholders. On the other hand, if 
power should fall into the hands of a reckless or imscru- 
pulous financier, the inspectors might become a terrible 
instrument of vexations and blackmail against the banks. 

o Article 109. & Les Banques au Mexique^ p. 32. 
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The French author concludes, however, that this system 
of surveillance was necessary in Mexico, because in a 
country which had long been disturbed, and which had 
yet to make its financial education midst all the specula- 
tions excited by mining enterprises, the gravest dangers 
attended the institutions of credit. In Mexico, imder the 
administration of Mr. Limantour, the system gives re- 
markable results precisely because it permits the personal 
influence and counsels of the Minister to guide the policy 
of the banks. The possibiUty of abuse of their functions 
by inspectors was recognized and guarded against by Mr. 
Limantour in his report of 1897. He said upon this sub- 
ject:^ 

**The inspectors may be appointed exclusively for 
each bank or only for specific cases; and the aim has been 
to give such precision to their duties as will avoid the 
difficulties which are always to be feared in connection 
with so delicate a function. For this purpose it was 
necessary to steer between two sets of shoals of different 
character, the one arising from the natural tendency of 
the inspected to diminish the sum total of the powers of 
the inspectors; the other arising from the very common 
propensity of inspectors to carry their function to excess. 

"Thus there remained no other way than to specify 
with all possible clearness the principal duties and powers 
of inspectors and to establish, as reciprocal guarantees in 
favor of the banks and. of the public, definite prohibitions 
and severe penalties for inspectors who might abuse their 
position; and, on the other hand, the power to extend 

O' InstUuciones de Cridito: Leyes y Circulares RelattvaSf p. 113. 
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the inspection, in special cases, to the complete disclosure 
of the facts involved, always provided that the Depart- 
ment of Finance expressly so orders." 

Chapter XIV. — Growth of the banks of issue. 

Judged by the rapidity with which capital has flowed 
into banking enterprises, to meet the demands of Mexican 
business expansion, the new system of banks of issue has 
proved successful. When the general banking law of 1897 
took effect there were only nine banks in Mexico, with a 
paid-up capital of $23,010,000 and reserve fimds amoimt- 
ing to $5,720,047 — a total of $28,730,047. Bills receivable, 
the largest items among the assets of these nine banks, stood 
at $49, 1 35 ,683 , and creditor current accounts, the chief item 
of liability exclusive of notes, were $56,593,226. Out- 
standing notes stood at $38,497,367, which was below the 
amotmt of coin and bullion, which stood at $42,573,025. 
The relative importance of the nine banks, exclusive of the 
National Bank and the Bank of London and Mexico at this 
date (January, 1897), may be put in summary form as 
follows: 

Condition of hanks of issue , January, i8gj. 



Bank. 


Paid-up 
capital. 


Coin and 
bullion. 


Bins 
receivable. 


Creditor cur- 
rent accounts. 


National Bank 


$8, 000, 000 

10,000.000 

5,010, 000 


$a9.68i.6i2 
9. 611. 548 
3.279.865 


$23,608,234 

18,032.383 

7.495.076 


$3*. 499, 021 
10, 105.122 
13.989.083 


Bank of London and Mexico. . 
Other banks „ ^ . . ^ ^ 




Total 


23.010.000 


48,573.035 


49.135.683 


56,593,aa6 





Within less than four and a half years (Jime, 1 901), the 
number of banks had increased from nine to nineteen, and 
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bills receivable had increased by 1 50 per cent . This was due 
to the extension of banking facilities to the principal com- 
mercial cities of Mexico, scattered over various parts of the 
RepubUc, some of them deriving their importance from the 
development within a very short interval of mining and 
other special interests. The new banks already in opera- 
tion by 1 901 were the Bank of the State of Mexico, Bank of 
Coahuila, Bank of San Luis Potosi, Bank of Sonora, Occi- 
dental Bank of Mexico, Mercantile Bank of Veracruz, Bank 
of Jalisco, Mercantile Bank of Monterey, Oriental Bank of 
Mexico, Bank of Tabasco, and Bank of Guanajuato. 

Within the next eight years, from Jime 30, 1901, to 
Jime 30, 1909, the process of banking creation was con- 
tinued by the incorporation of ten new institutions. The 
total capital wa? reduced somewhat in 1908 by the merger 
of the two banks in the State of Yucatan — the Yucatan 
Bank, with a capital of $12,000,000, and the Mercantile 
Bank of Yucatan, with a capital of $6,000,000. These 
two institutions joined forces imder the name of the Penin- 
sular Bank, with a combined capital of $16,500,000, or 
$1,500,000 below the combined capital of the two older 
institutions. The greatest upward movement in capital, 
as will be seen by examination of the tables, occurred 
during the two years 1905 and 1906, aft^r the steps were 
consummated for putting the country upon the gold 
standard. The paid-up capital and reserve funds in- 
creased about $28,200,000 for the fiscal year 1905 and 
$29,700,000 for the fiscal year 1906. The loans and dis- 
coimts increased from $65,712,000 in 1897 to $309,738,564 
in 1907, but fell off about $83,000,000 under the pressure 
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of the winter of 1907-8 and the following spring. The 
note issue, after increasing from $44,792,000 in June, 
1897, to $97,787,878 in 1906, also declined somewhat with 
the contraction of business. Cash ou hand, however, 
after increasing from $34,297,000 in 1897 to $80,599,993 
in 1904, decUned somewhat during the years of expansion, 
only to increase to $80,928,310 with the relaxation in 
business activity in 1908 and to $84,352,541 on June 30, 
1909. 

It is worthy of note that the increase in outstanding 
bank notes, while it has been considerable, has not corre- 
sponded with the increase in loans and in creditor ac- 
counts. The latter increased from $52,920,000 in 1897 
to $361,471,004 in 1907. This more rapid increase in ac- 
coimts than in note issues indicates a growth in the deposit 
system which is an interesting indication of the results 
of the diffusion of banking facilities under the law of 1897. 
As a natural result of these conditions, a large increase has 
taken place in the cash reserve for the purpose of pro- 
tecting deposit liabilities. This has had the further 
result, so notable in France and other cotmtries, that the 
ratio of the cash to the circulation has steadily increased 
until in 1908 it stood at about 88 per cent. It is declared 

by Mr. Casasus that — " 

"Should this tendency become more marked and con- 

^ tinue for a greater number of years, it may perhaps prove 

what is already an accomplished fact in other cotmtries, 

viz, that in proportion as the banking system of a cotmtry 

becomes more perfected the note issue decreases in im- 

o New York Bankers* Magazine, March, 1909, LXXVIII, p. 399. 
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portance and comes closer to the level of the cash on 
hand, because the deposits and checks constitute the 
greatest force of the metalUc circulation movement, a 
force such as notes payable at sight and to bearer are 
incapable of giving/' ^ 

Chapter XV. — The banks in the crisis of 1907, 

The Mexican banking system was subjected to a severe 
test, almost before it had reached maturity, of the wisdom 
and eflBciency of the measures adopted to separate com- 
mercial banking from the locking up of capital in long- 
term investments. It was nearly inevitable, in view of 
the rapid industrial development of Mexico during the 
present century and the limited volume of established 
commercial business, that, in spite of these precautions, 
the banks of issue should be led in some cases to invest 
their resources in assets which were not readily con- 
vertible. As early as 1906 the Minister of Finance took 
note of the reduction of cash in the hands of the banks 
in proportion to outstanding notes and declared that it 
was a fact which, if it became more accentuated, would 
require timely measures to remedy the situation. Al- 
ready pledges had been secured from several of the banks 
not to increase their note issues beyond given limits, but 
only on a scale proportionate to the increase in their cash 
holdings." 

The adoption of the monetary reform was the signal for 
an influx of foreign capital into Mexico on a scale far 
beyond that of previous years. It was declared by the 

o Financial Documents, December, 1906, p. 9. 
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Minister of Finance that "this influx of money, though 
very considerable, has occasioned no surprise to the 
authors of the new monetary regim^. Indeed, the influx 
of foreign capital was precisely one of the objects sought 
to be attained by the reform, not only because that capital 
fecundates all branches of the national wealth, but 
because it constitutes in itself one of the surest guarantees 
for the fixity of the gold value of our currency."** 

An estimate of some of the more obvious investments 
of foreign capital was presented by the Minister, showing 
a total of $86,500,000, which included new banking 
capital to the amount of $57,600,000; issues of industrial 
shares, $9,900,000; sale of mining properties, $7,500,000; 
sale of the Hidalgo Railway, $6,000,000; sales of land, 
$3,500,000; and sales of mortgage bonds, $2,000,000. 
The amounts invested in banking capital were given in 
detail as follows : 

Increases of hanking capital and sales of shares. 

National Bank of Mexico $17, 000, 000 

Bank of London and Mexico 20,000,000 

Mexican Central Bank 12, 000, 000 

Bank of Guanajuato i, 500, 000 

Bank of the State of Mexico 800,000 

Bank of Yucatan 4,500,000 

Mercantile Bank of Veracruz 500,000 

Occidental Bank 300,000 

Oriental Bank 1,000,000 

It was added that in this table no accoimt was taken 
of investments in the shape of machinery or other articles 
imported and not fully paid for, nor of the sums applied 
to the payment of previous debts, nor, finally, of the 

o- Financial Documents, December, 1906, p. 10. 
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money that had come mto the coimtry through the sale 
of other kinds of securities or of the bonds of the Federal 
Government or of the States. 

The events of 1907 in the United States and elsewhere 
checked this influx of capital. Already, when Minister 
Limantour submitted his annual report to Congress in 
December, 1907, he was compelled to note that the 
money market had become stringent, and that the crisis 
in the United States had produced its reaction in Mexico. 
Upon this subject he said:** 

" At the thne of my last report the business situatior 
abroad already wore an unfavorable aspect. Money was 
with difficulty to be secured even for high-class invest- 
ments. The stringency, which originated in the United 
States, gradually extended to Einrope, and by the middle 
of the year business in the chief money centers of th£ 
world was almost at a standstill. European capital be-^ 
came more and more reluctant to engage in Mexican 
undertakings, and not only new issues, but even old 
ones, came to be regarded with disfavor by European 
investors, who gradually realized on them, preferring tc 
have the money lying idle in their strong boxes.'* 

All through the year the Minister of Finance had been 
urging prudence upon the banks, with success in some 
cases, but without creating sufficient hnpression in others. 
He declared that perhaps some fault might be found with 
certain banks for the large proportion of loans made by 
them to industrial concerns and to private persons, who 
were known to intend to ask for extensions at the end of 

« Financial Documents , December, 1907, p. 19. 
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the terms of three, four, or six months for which their 
notes were drawn. Perhaps also it might be charged 
that in certain locaUties the banks were in the habit of 
confining their operations to too narrow a circle of per- 
sons and firms. Upon this subject the minister said 
further :<* 

"Whether or not these criticisms be well grounded, the 
Department of Finance has constantly endeavored to 
impress on the banks the expedience of not t3dng up 
their resources unduly and of extending their facilities to 
the largest possible number of customers, while at the 
same time restricting the liabilities contracted by one 
and the same person or firm. But, in any event, such 
ground as there may be for the criticisms in question will 
disappear in proportion as institutions of credit are 
founded, of which the principal object will be to make 
loans for longer periods of time than are customary in 
commercial usage; and m the meantune there is no rea- 
son to f^r that the vicious practices which have been 
mentioned will clog the normal activities of the banks of 
issue, if, as is to be hoped, they take care not to go alto- 
gether beyond the bounds of prudence in that direction." 

In thus referring to the distribution of long-term loans, 
Minister Limantoin: hinted at a project, evidently for some 
time in his mind, which matured after the panic. Already 
his warnings had been disregarded by the two banks of 
Yucatan, with the result that they passed through a period 
of serious difficulties. The use of a considerable portion 
of their capital in operations capable of very slow realiza- 

f^ Financial Documents , December, 1907, p. 16. 
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tion, and in which only a small group of persons were in- 
terested, brought their business almost to a standstill and 
necessitated the intervention under government auspices 
of the National Bank of Mexico and the Banco Central. 
The business of the two Yucatan banks was continued by 
means of a merger under the name of the Peninsular Bank, 
but it was found necessary to write ofiF the reserve funds 
of both estabUshments, amounting to $3,582,185 for the 
Bank of Yucatan and $1,91 1,270 for the Mercantile Bank, 
to ofiFset losses. * 

It was not an encoiuraging sign that these reductions in 
banking resoiu-ces reduced the total reserve and emergency 
funds of all the banks, in spite of some mcreases among 
those which had been more prudent in their manner of 
operation. It was a symptom of conditions which were 
more acutely felt after the influx of capital from the United 
States was checked in 1907. The manner in which these 
conditions reacted upon Mexico was thus set forth by 
Minister Limantour in his annual report for 1 908 : ^ 

" The first efifects of the crisis were felt in the RepubUc in 
the second half of December, 1907, on accotmt of the heavy 
remittances commonly made in that month by companies 
which have to pay interest or dividends abroad. Concur- 
rently, the general lack of confidence throughout the world 
checked the flow of capital to Mexico, thus unsettling the 
equilibrium of our economic balance. Next, money grew 
scarce; collections became difficult; the volume of sales 
was reduced; and the prices of the bonds and shares of 

o Financial Documents^ December, 1908, p. 19. 
^Financial Documents , December, 1908, p. 27. 



91 



^ 



National Monetary Commission 

almost all our corporations fell ofiF. About the end of Feb- 
ruary and beginning of March of the present year the yield 
of internal taxes and of the custom-house revenue began 
to show a decline, accompanied or preceded by a sympa- 
thetic movement in other manifestations of the nation's 
economic life. 

** It must be said, however, that the crisis, as it affected 
Mexico, was not a sharp and sudden catastrophe, as was 
the case in the United States, where in the coiu-se of a few 
days many powerful institutions of credit were wrecked 
and thousands of people were ruined; nor was it a violent 
shock of several weeks* duration, as in some of the nations 
of Europe. Here it was a transition from prosperity to 
liquidation, without panic and without upheavals, and, 
after all, it is a source of congratulation that the country 
has been enabled to give so signal a proof of the solidity of 
its business conditions.*' 

The efifect of the monetary pressure upon the banks was 
indicated by the decUne of their specie holdings from 
$69,818,349 on December 31, 1907, to $65,131,636 on Feb- 
ruary 29, 1908. The Department of Finance sought to 
impress upon them the desirabiUty of strengthening their 
stock of cash and of preparing to resist the pressure on 
their resources which was obviously impending. The 
action taken was thus explained by Minister Limantoiu* 
in his annual report: * 

" The attention of the banks was also drawn to the fact 
that some of their ftmds and the fimds intrusted to them 
by others were tied up and unavailable, and that it was to 

-- — ---—__■ I ■■ 

o Financial Documents, December, 1908, p. 22. 
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be expected that a large portion of the deposits would be 
withdrawn and that many check accounts would be closed 
up. These and similar points were dwelt on in the cir- 
cular of February lo, 1908, which pointed out certain 
reforms that seemed called for in banking practice, and 
even in banking legislation, as well as certain measures 
beUeved by the Department of Finance to be calculated 
to improve the situation of the banks; and it was pro- 
posed that all these matters should be discussed early in 
April at a conference to be attended by representatives of 
all the establishments concerned. 

''The circular in question was in reaUty an exposition, 
supported by arguments, of the various questions as to 
which it was desired to hear the views of persons who, 
owing to their special knowledge and their experience, 
were in a position to throw light on them; and the confer- 
ence was attended by over forty representatives of bank- 
ing institutions, who discussed not only the questions 
propounded in the circular but others as well which they 
themselves broached.'* 

Some of the banks promptly modified their practices 
upon the receipt of the circular from the Minister of 
Finance, but others persisted in these practices, pending 
the conference or the further restrictions which were im- 
posed by the banking law of Jtme 19, 1908. Reviewing 
the subject broadly, after the new legislation had taken 
effect, in his annual budget statement of December, 1908, 
the Minister of Finance declared : * 

"There are persons who maintain, with some show of 
reason, that it would have been preferable to allow the 

« Financial DocumentSf December, 1908, p. 23. 

93 



National Monetary Commission 

methods of the banks of issue to remain unchanged tmtil 
numerous mstitutions, amply supplied with capital, had 
been founded in the Republic for the purpose of making 
loans on terms which are not proper for establishments 
responsible for notes payable to bearer on demand; and 
the Government has even been reproached by some for 
not having sought to stimulate the creation of such 
institutions in order to accommodate those borrowers 
who, from necessity or habit, desire long-time loans. 
Such arguments and charges are, in reality, unjust, for, 
in the first place, the general banking law, promulgated 
more than eleven years ago, granted to the mortgage 
banks and banks of encouragement all the privileges, 
inducements, and faciUties which might have been ex- 
pected to encourage the foimdation of those institutions. 
In the second place, though the Department of Finance 
has earnestly endeavored to contribute toward the object 
in question by helping to secure admittance in foreign 
markets for the cash bonds and mortgage bonds issued by 
such banks and in various other ways, its efiforts have 
been of little avail on account of the marked preference of 
business men and the public generally for investments in 
banks of issue and their indifference toward other kinds of 
banks, owing to the special advantage which the issue 
privilege carries in multiplying the capital wherewith to 
operate; and, finally, to have allowed the errors of the 
past, to subsist until such time as changed public senti- 
ment had come to regard the mortgage banks and banks 
of encouragement with favor would have been to give time 
for the evils complained of to strike deeper root, to the 
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detriment of sotmd economic principles which. demanded 
that a new direction be given to the tendencies of the com- 
mtmity in this respect. 

"Ftulhermore, some of the chief amendments of the 
banking law, recently enacted, aimed precisely at divert- 
ing some of the capital that seeks investment in banks of 
issue to institutions whose specialty is to promote the 
development of industrial, agricultural, and other cog- 
nate interests. On the one hand, it was undoubtedly 
desirable to allow longer time and otherwise to facilitate 
the loans made by banks of encouragement and by the 
mortgage banks, so as to enable those institutions to 
enlarge the scope of their operations, and, on the other 
hand, it was essential to confine the banks of issue to 
their proper fimctions, for in no other way could their 
complete soundness be assured and in no other way could 
they be prevented from absorbing, to the detriment of 
other institutions, the entire banking business of the 
Republic.** 

The plan for a new credit organism, hinted at in these 
preliminary warnings by Mr. Limantour, was put in 
definite form after the first efifects of the crisis had been 
stayed and it had become apparent that even the banks 
of issue had gone too far in making loans which could not 
be turned promptly into cash. Among such loans were 
many which were based upon the bonds and stock of 
irrigation and agricultural development enterprises. 
Many of these enterprises were considered by the Gov- 
ernment essential to the opening of the great natural 
resources of the country and the ultimate development 
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of its mineral wealth. The difficulty was not that they 
would not prove ultimately sound, but that they were 
not of a nature suitable for the assets of banks having 
large liabilities payable on demand. With quick appre- 
hension of the scientific solution of this problem, Mr. 
Limantoiu* enlisted capital in a new enterprise for loans 
for the encouragement of irrigation works and the develop- 
ment of agriculture. 

The preUminary arrangements having been made with 
leading American financiers, an act was passed by the 
Federal Congress, approved by President Diaz on Jtme 17, 
1908, putting the credit of the Federal Government 
behind the issue of securities for carrying on such works. 
The Government was authorized to invest a sum not 
exceeding $25,000,000 in works having for their object 
the utiUzation of water for agriculture and stock raising, 
either by direct government execution of such works or 
by assistance to private enterprises by means of subven- 
tions or other pectmiary aid. The Executive was au- 
thorized to pledge the guaranty of the nation, tmder such 
terms and conditions as he might consider proper, for the 
principal and interest of bonds issued by special institu- 
tions which might make loans for long terms and at 
moderate rates of interest to agricultiu'al, cattle raising, 
combustible mineral, and metallurgical enterprises.* In 
order to give them a broad market, the securities of the 
institutions making such loans were to be given sub- 
stantially the character of debentiu*e bonds, similar to 
those issued in Europe by mortgage bond companies. 

« Irrigation Law, Department of Finance, art. 2. 
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The assets upon which they were based, however, were 
the various enterprises to which the money was to be 
loaned, and their value to the foreign investor depended 
upon the guaranty of the Government. 

Under this authority a new institution was formed, 
known as the ** Caja de PrSstamos para Obras de Irrigacidn y 
Fomento de la AgrictUturaf'* of which the oflBcial English 
translation was ** Institution for Encouragement of Irri- 
gation Works and Development of Agriculture.*' The 
concession under which this institution was formed was 
granted on September 3, 1908, to the National Bank of 
Mexico, the Bank of London and Mexico, *the Banco 
Central, and the Mexican Bank of Commerce and Indus- 
try.* The initial capital was limited to $10,000,000 and 
was divided into three series of shares, one belonging 
to the Government, one belonging to the four participat- 
ing banks, and one to be sold to the public. These banks 
were authorized to offer for subscription at least 50 per 
cent of the share capital in shares of the third series. 

The new company was authorized to make loans secured 
by mortgage or pledge, or upon the guaranty of some bank 
holding a federal concession, or of either of the banks to 
whom this concession was granted. The company was 
authorized to issue bonds, which should be a first lien 
upon its assets, in the same manner as bank notes issued 
by banks of issue. The Federal Government agreed to 
guarantee unconditionally, as to principal and interest, 
the obligations which might be issued and to place at the 

o The text oi the agreement was printed in Spanish and English by the 
Ministry of Finance. 
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disposal of the company, whenever required to do so, the 
amount needed to complete or to cover in full the amounts 
necessary for the punctual service of the bonds or obliga- 
tions." The new institution was to be managed by a 
board of directors, composed of fifteen members, of whom 
three were to be elected on behalf of the Government; 
five by owners of shares of the second series; and the 
remaining seven by owners of the shares of the last 
series. 

Stripped of technicalities, the project of Mr. Limantour 
was to transfer from the loans of the banks of issue into a 
permanent fnvestment fund the securities of irrigation and 
development companies with which some of the banks were 
loaded down. He did not hesitate, in order to protect 
the financial situation, to pledge the credit of the Govern- 
ment in full for the new securities. The contract made 
with the New York and foreign houses which took the 
loan provided that the principal and interest of the bonds 
should be payable without deduction for any tax which 
the institution might be required to pay thereon imder 
any present or future law of the Republic or any State or 
mimicipality therein. So rapidly did the plans of the 
minister mature that a public subscription for $20,000,000 
of the new bonds was announced in New York and Frank- 
fort on October 24, 1908, to close four days later. 

By this resolute intervention in the financial situation 
the Minister of Finance succeeded in disposing of securities 
for long terms in exchange for liquid foreign capital to 
the amount of the issue. He thereby improved the char- 

o Article 8. 
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acter of the assets of the local banks and was able to 
announce, in his annual report for 1908, that he had 
saved the financial situation and that banking conditions 
were greatly relieved. Summing up the action taken, he 
declared : " 

*'The local banking and monetary situation, since July 
I, 1908, in other words, since the period covered by the 
analysis thereof already given, has improved day by day 
to a marked degree, so much so that it may now be 
described, without exaggeration, as satisfactory. Dis- 
cotmt operations are larger, long-standing debts are in 
the way of being paid ofif, overdrawn accounts have been 
covered, and the rate of interest, which is an unfailing 
index of the scarcity or abundance of money, has been 
reduced by the metropolitan banks to 8 per cent per annum 
for commercial transactions, properly so called, and to 9 
per cent for other transactions, determining a proportion- 
ate reduction in the rates of most of the state banks." 

Chapter XVI. — Development of Mexican banking under 

the law of 1897, 

The experience of Mexico under the banking law of 
1897, although brief in point of time, has followed well- 
defined lines. Mr. Limantour, the Minister of Finance, 
who is largely responsible for the evolution of the new 
system, was able under the conditions existing in Mexico 
to carry out plans based upon sound banking principles 
with a practically free hand. With the usual clearness 
and precision of the Latin mind, he laid down in the report 

a Financial Documents, December, 1908, pp. 23, 32. 
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of 1897 a definite programme, which involved the sepa- 
ration of commercial banking from that of mortgage 
banks and banks of finance and promotion. Under the 
conditions existing in Mexico — ^a rather limited volimie of 
settled commercial business, with a great volmne of capi- 
tal seeking investment in mining and agricultural devel- 
opment — ^the formulation of soimd banking principles was 
easier than strict adherence to them in practice. 

The measure of the difficulty, however, in keeping the 
banks of issue from locking up their assets in industrial 
enterprises was in a sense the measiure of the need for 
emphasizing this distinction. From the beginning of 
Mr. Limantoiur's service as Minister of Finance in 1893, 
the development of Mexico was rapid. Inevitably, how- 
ever, much of the capital required for this development 
came from abroad — at first from French, Spanish, and 
English bankers, but later from the United States. This 
influx of capital was checked to a considerable degree by 
the sharp fall in the value of silver in 1901 and 1902, 
which introduced violent fluctuations in foreign exchange 
and impaired the value of dividends remitted abroad. 
When the losses caused to investors by this condition had 
been corrected by the adoption of the gold-exchange 
standard, the mass of capital which had been held in check 
for several years again poiured into the coimtry with the 
force of a stream which had broken through a dam. The 
amoimt of this movement, which was readily ascertain- 
able, without coimting many obsciure factors, was com- 
puted by the Minister of Finance in 1906 as having reached 
for that year alone $86,500,000. 
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The reorganization of the banking system by the law of 
1897 first made it possible to distribute capital and carry 
on exchange operations with facility throughout the 
Republic. Partly by the intended operation of the new 
law and partly by the influence of circumstances, a bank- 
ing hierarchy was developed with several distinct parts, 
each fulfilling a definite f imction and contributing its share 
toward the efficient operation of the whole. At the center 
of this hierarchy stood the National Bank of Mexico, 
deprived of monopoly of note issue, but still exercising 
the fimctions of a central bank of rediscoimt and of col- 
lector and custodian of the national revenue. By the 
side of the National Bank in regulating the foreign ex- 
changes stood the Bank of London and Mexico, with a 
considerable note issue, but looking chiefly to the export 
trade and to exchange operations for the employment of its 
large resources. For these two banks the business of the 
capital city was largely reserved by the exclusion of other 
banks of issue. To the state banks was ascribed the 
power of issuing notes each in its own State, which were 
not legal tender but were a first lien on the assets of the 
bank and were protected by a 50 per cent metallic reserve. 
With the purpose of knitting together these various 
institutions in a system of mutual helpfulness had arisen 
another institution in the capital, the Banco Central, 
which sought no special privileges from the State, but 
acted at once as clearing agent and support for the state 
banks. 

The state banks of issue which were the outgrowth of 
the law of 1897 were peculiar in a measiu'e to Mexico, but 
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were brought into relations of cooperation through the 
National Bank of Mexico and the Banco Central. Stand- 
ing alone, with their notes circulating only within limited 
areas, their position bore some resemblance to that of the 
French departmental banks prior to 1848, whose notes 
were a legal tender only within the departments where 
they were established. The inauguration of a clearing 
system through the Banco Central tended to keep the 
notes of the state banks at par in somewhat the same 
manner as the redemption system of the Suffolk Bank in 
the history of New England banking prior to the civil 
war. The functions of the Banco Central, however, went 
further than the mere machinery of clearings and gave a 
support to the local banks which they would otherwise 
have lacked. 

The significant fact that the circulation and cash 
resources of the National Bank of Mexico increased at the 
expense of the local banks in the crisis of 1907, indicates 
the powerful position which it occupies in the hierarchy 
of Mexican banking. Its success in meeting the demand 
for credit and currency in the autumn of 1907 and the 
spring of 1908 may suggest the consideration whether the 
f xmction of a central bank in regulating the exchanges and 
the movement of gold can not be successfully performed, 
even though it does not control the entire circulation of 
paper currency. The essential requirement for control of 
the exchanges is control of the supply of capital or ciu*- 
rency on the margin of supply. It is the sufficiency or 
deficiency of this supply on the margin which practically 
determines the course of the exchanges. This is indi- 
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cated by the fax^t that even the European banks, including 
the Bank of England, do not usually change their rate 
of discount sharply at their branches when they change it 
at the financial center in order to influence the movement 
of gold. 

The existence of competing banks with authority to 
issue notes in large amounts would undoubtedly defeat 
the efforts of the central bank to regulate the exchanges, 
if such authority of issue on the part of the local banks 
were largely availed of. In Mexico several circumstances 
have averted this danger. One of these circiunstances 
has been the direct influence of the Minister of Finance 
upon the state banks, in restricting their circulation within 
moderate limits and in requiring them to increase their 
metallic reserves whenever they increased their circula- 
tion. The limitation of the number of the banks to 
practically one for each state has been an incident which 
has permitted this exercise of direct mfluence more easily 
than if the nimiber of institutions were large and then: 
creation was only a matter of complymg with the forms 
of a general incorporation law. The large ratio of the as- 
sets and note issues of the National Bank of Mexico to the 
total banking assets of the country has also been a factor 
whose influence would probably have been greatly im- 
paired if this measure of relative power had been mate- 
rially less. Beginning in 1900, after the state banks had 
been fairly established, with a ratio of note issues and 
assets of about 35 per cent of the issues and assets of all the 
banks of issue, the National Bank increased its relative 
proportion after the crisis of 1907 to about 40 per cent. 
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This ratio has not since been impaired and the ability of 
the National Bank at that time to support credit and to 
expand its issues, while those of the state banks were being 
restricted, has added materially to the prestige and future 
power of the National Bank. 

An important factor in this ability of the National 
Bank to control exchanges is found also in the prohibition 
imposed upon the' state banks to issue notes or to estab- 
Ush redemption agencies m the Federal District, which 
includes the City of Mexico and adjacent territory. The 
fact that the Banco Central clears notes as well as checks 
for the state banks might seem to be an infraction or eva- 
sion of these provisions. When it is considered, however, 
that such redemptions of the notes of state banks as take 
place through the Banco Central come from banks only, 
and not from individuals, it is apparent that these con- 
ditions do not encourage the circulation of the notes of 
the state banks in large amoimts in competition with 
those of the National Bank in the Federal District. 

The fact, however, that these notes can be cleared at 
the Banco Central undoubtedly adds to their accepta- 
biUty in all parts of the country. The fact that the fed- 
eration of state banks through the Banco Central promises 
assistance to any of the federated banks in case of diffi- 
culty is also a powerful support for the notes of the state 
banks, which offsets in some degree the absence of any 
provision for specific security outside the custody of the 
bank, a common safety fund, or a government guaranty 
for the notes. As the notes are a first lien upon the assets, 
it is doubtful if any failure which might occur would dis- 
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close assets insufficient to meet the demands of the note 
holders; but, if one such failure should occur, it would 
have a tendency to impair the acceptability of the notes 
of the state banks and to cause more careful scrutiny of 
notes tendered in every-day transactions than appears 
now to be the case. 

That the monetary situation should have been kept so 
well under control in 1907 and 1908 is apparently to the 
credit of the Mexican financial system, in view of the fact 
that both the banking system itself and the monetary 
system, resting upon exchange funds abroad, were entities 
of very recent creation. The fact that the Government 
foimd itself under the necessity of creating a new institu- 
tion to take over the obUgations of industrial enterprises 
which had found their way too largely into the assets of 
the commercial banks was only a reflex of conditions in 
the United States and elsewhere, where the same service 
was performed by private initiative. The new finance 
bank, openly supported by the Government, tended to 
correct in a large measure the errors of the banks of issue 
in allowing inconvertible securities to creep into their 
assets and put the capstone upon a banking organization 
adapted, as nearly as practicable, upon scientific principles 
to the development of a new country. 
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Appendix A. 
REPORT ON THE BANKING SYSTEM OF MEXICO. 

By the Secretary of Finance to the Congress of the Union, 

November 15, 1897. 

Under the exceptionally difficult and dangerous circum- 
stances which beset the Federal Treasury in 1892-93 and 
1893-94, the chief object of the efforts of the department 
under my charge was necessarily to avert, so far as pos- 
sible, the disastrous consequences which the economic 
crisis then affecting the Republic threatened to bring 
upon the country in general and especially upon the 
treasury. 

The task was a double one: First, to meet the needs of 
the budget by providing additional revenue; second, to 
diminish the expenditures of the administration by sup- 
pressing those that were not absolutely indispensable and 
postponing those that werfe not of immediate urgency. 
Happily, the results of this poUcy were not long in mak- 
ing themselves felt, and in the fiscal year 1894-95 the 
federal budget was placed on a footing of complete 
equilibrium. 

At the same time it became necessary to undertake 
the task of putting the public debt in order. This work 
was particularly urgent, as being the only means whereby 
stability could be given to the national credit and without 
which the rapid development of the country's wealth 
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would have been delayed indefinitely. The task was a 
thorny one, because the continual poUtical upheavals and 
the numerous economic vicissitudes which have charac- 
terized our history as an independent nation had made 
the public debt an administrative tangle which could only 
be unraveled by arduous labor. 

Shortly after, the Department of Finance had to face 
another grave problem, which had to be given precedence 
in order that the other administrative reforms might 
afterwards be undertaken with greater probability of suc- 
cess. I refer to the absolute freedom of internal com- 
merce, to which the authors of our fundamental charter 
deservedly gave their foremost attention. In 1895 and 
the beginning of 1896 the great fiscal reform of the sup- 
pression of tolls on interstate traffic {alcabalas) and of the 
offices that collected them was duly studied and pre- 
pared, and it was carried out under the most satisfactory 
conditions, despite the obstacles that had frustrated pre- 
vious attempts and in the face of the profound disturb- 
ance which the disappearance of so ancient and deep- 
rooted a system could not fail to produce in all the 
branches of national activity. 

As soon as these imperative needs liad been attended 
to and the three main objects of the financial policy of 
the Government had been attained, there arose the ne- 
cessity of entering without delay on the preparation of 
laws and regulations intended to serve as a complement 
and corollary to the suppression of the tolls on interstate 
traffic by facilitating the expansion of commerce, agri- 
cultiu-e, and all branches of industry by a well-planned 
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and far-sighted development of institutions of credit. 
This was the motive of the memorial presented to Con- 
gress by the department imder my charge on April 20 of 
last year, requesting authority to prepare a general law 
on the chartering, estabUshment, and operation of banks 
of issue, mortgage banks, and banking institutions of 
other kinds, and to modify the concessions granted to 
existing banks m order to make them conform, so far as 
possible, to the general law. 

Oiu* legislation on the subject of banks and the condi- 
tion of oiU" local institutions of credit were indeed in a 
state which could no longer be tolerated. The Commer- 
cial Code, promulgated on April 20, 1884, contained a 
number of provisions on this subject which for the most 
part were destined to remain a dead letter, especially as 
regards banks of issue, because the temporary articles of 
said code, conformably to article 8 of the charter issued 
a few days later in favor of the National Bank of Mexico, 
estabUshed a state of legislation imder which the creation 
of new banks and even the maintenance of those then in 
operation was impossible. 

The anomalous condition arising from the fact that pro- 
visions of a general character affecting outsiders, which are 
properly a matter of common law, had been embodied in a 
charter which, even though sanctioned by Congress, still 
retains the character of a contract entered into between 
two parties; the fact that, despite the stipulations of said 
contract, and the protests founded on that contract 
which were made by the National Bank, charters were 
granted for the establishment of banks of issue in various 
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places in the Republic; lastly, the suppression, in the new 
Commercial Code of 1889, of the provisions which the 
earlier code contained on the subject of banks — all these 
circumstances created a state of affairs replete with'&iffi- 
culties, which compelled the Government to adopt a defi- 
nite attitude, based on a system which, while respecting all 
legitimate rights, should at the same time be adapted to the 
needs of the country. 

As a preUminary problem in the studies and negotiations 
that were to be imdertaken, it was necessary to ascertain 
and decide whether the general interests of the coimtry 
required that the issue of bank notes be concentrated in 
a single estabUshment, or whether, on the contrary, the law 
should favor the multiplication of institutions enjoying 
that privilege. 

This is not the place to rehearse the time-honored dis- 
cussion on the merits of the two opposite systems, that of 
monopoly and that of liberty of banking; but it will cer- 
tainly not be superfluous to set forth here some considera- 
tions in favor of the system to which the preference was 
given in the memorial of April 20 of last year, and which 
was later on embodied in the General Law on Institutions 
of Credit, adopted in response to that memorial. 

The system of monopoly was at once condemned by the 
constitutional provision which had, in fact, been vehe- 
mently urged against the charter granted to the National 
Bank of Mexico, although that grant did not properly or 
legally create any exclusive privilege of issuing bank notes. 
Thus a radical solution of the difficulty, by attempting a 
reform of the constitution, in the direction of monopoly, 
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would have been dangerous on various accoimts, because 
the idea would not have received the support of public 
opinion and would furthermore have wrought injury to the 
interests aheady created in virtue of subsequent grants; 
above all, because a monopoly can not be conceived with- 
out a close connection between the institution which enjoys 
it and the government which grants it ; and the disastrous 
consequences should not be obscured which might arise in 
our coimtry from any intimate connection, no matter how 
well planned, which might be established between the 
interests of an institution of credit and the policy of the 
Government, never exempt from hazards and vicissitudes. 

Aside from these somewhat theoretical considerations, if 
we examine the subject from the standpoint of the devel- 
opment of public wealth, is it likely that the privilege 
granted to a single bank of issuing notes for the entire 
Republic would yield the best results ? The examples of 
monopoly which might be cited m support of an affirmative 
reply are confined to nations of small territory, with 
cHmates and natural resources of no great variety, and 
whose population, generally dense, shows great homo- 
geneity; or to coimtries with strong centralizing tenden- 
cies, for the most part absolute monarchies, a system which 
readily and naturally admits of the tmion of the two 
supreme powers — ^the civil power and the power which 
regulates credit. 

In the Republic of Mexico, with its vast territory, its 
sparse population, its imperfect means of commtmication, 
and its immense variety of products, each locality has, as 
it were, local interests, the development of which, so far as 
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the use of credit is concerned, can not be confided to a 
single banking institution, which, no matter how many 
branches and dependencies it may estabUsh, could never 
supply, the needs nor remedy the ills of each part of the 
national territory. 

And it is not unreasonable to declare that branches of a 
central bank are incapable of exercising satisfactorily, in 
every comer of the coimtry, the beneficent influence of 
establishments of this kind, because a branch bank can 
have neither the initiative nor the authority to provide 
for the exigencies of every economic situation; and, on 
the other hand, the general and permanent regulations to 
which every administration must be subject, especially 
one so complicated as that of a central bank, lack that 
flexibility which is necessary to meet the innumerable 
and unforeseen emergencies arising from interests so diver- 
gent as those of the various localities of the Republic. 

From this point of view the creation of local banks 
evidently presents imdeniable advantages. Managed by 
persons whose interests are centered in the same locaUty, 
who are acquainted with the people and the affairs of the 
community, and who are so situated as to be able to give 
personal attention to the business and to understand the 
pecuUar needs of a given district, its resoiurces, and their 
chances of development, such banks will imdoubtedly be 
better able to realize the objects of the credit circulation 
confided to banking establishments. 

Furthermore, the adoption of the system of a plurality 
of banks will in the course of time permit the development 
of speciaUzation, the sphere of action of local banks being 
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marked oflf from that of the great banks located in the 
Federal District with their ramifications in the States. 
There can be no doubt that, through the very nature of 
both kinds of institutions, the general banks, which oper- 
ate at many points in the Republic with large capital and 
extensive connections, will develop into banks of redis- 
count and, by that very fact, become true protectors of 
the local banks, with which they neither should nor can 
come into conflict, because they complement each other 
and constitute distinct organs of a homogeneous and well- 
balanced system. 

In order to form an accurate judgment of all the aspects 
of the problem, it was necessary, on the other hand, to 
examine carefully the consequences that might arise from 
liberty of banking, in order not to run the risk of incon- 
veniences as grave or even graver, though of different 
nature, than those that would have ensued from the sys- 
tem sanctioned by the charter of the National Bank of 
Mexico. 

To permit banks of issue to organize anywhere within 
the Republic without any restriction whatever would be 
advised by no one ; but to present a general law regulating 
the power of issuing notes, requiring the necessary guar- 
anties for them, and providing for the supervision to 
which such estabUshments should submit, authorizing 
them in return to begin their operations without pre- 
vious permit from the public authorities, seemed to' be a 
solution worthy of consideration, in view of the fact that 
other countries, especially one of our neighbors, had fol- 
lowed that path to their advantage. 
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On comparing the poUtical and economic conditions of 
the nations whose legislation does not require banks to 
apply for a concession to issue notes, it appears at once 
that their citizens are familiar with the practice of indi- 
vidual liberty and by that very fact know how to guard 
against the grave consequences that might arise from the 
abuse, and sometimes even from the normal exercise, of 
that liberty. The degree of culture which the masses 
have attained, and their experience in business, constitute 
the most effective counterweight possible to the reckless 
or even tortuous and mischievous tendencies of an ill- 
administered establishment. Finally, the well-understood 
interest of the banks themselves prompts them to enter 
into close relations of mutual support, whereby they are 
almost always shielded against economic crises and ad- 
verse incidents. 

Can it reasonably be maintained that Mexico is in this 
condition? The very recent introduction of banks prop- 
erly so called ; the lack of experience in the use of credit ; 
the distrust still prevailing, especially in districts outside 
the great centers of population, of instruments of credit; 
and the pronounced spirit of imitation, which would 
assiu-edly lead to a multiplication of banks out of all pro- 
portion to the needs of the country, are some of the reasons 
that speak in favor of certain restrictions, imtil the coim- 
try shall have become accustomed to those ideas and prac- 
tices without which absolute liberty of banking involves 
extreme danger. 

If to these considerations we add the fear of a powerful 
reaction against bank notes in case of the failure of any 
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establishment, no matter of how little importance, there 
will be no disagreement with the conclusion that the Gov- 
ernment has acted wisely in deciding that the number of 
local banks to be estabUshed must not exceed certain 
Umits. 

In following this plan, the new law will no doubt give 
birth, at least in the early years of its operation, to a sort 
of banking oligarchy, causing the distribution of institu- 
tions of credit at all convenient points throughout the 
Republic, while their nurjiber, nevertheless, will not be 
so small as to give color to the statement that the issuing 
power constitutes a privilege in favor of a few. In any 
case, in a matter so delicate as that of credit, it is more 
prudent that the nation shall be in a position later on to 
extend the scope of its legislation, in order to ^favor the 
multiplication of banks on a larger scale, than to be driven 
by the evil results of a first effort to the restriction of. 
their number and powers. 

Such, in concrete form, and independent of other con- 
siderations arising from the nature of the federal power, 
are the principal reasons which led the Government to 
decide that the authorization to establish institutions of 
credit should only be granted on special application and 

■ 

also to adopt the plan relating to the so-called first banks 
in the States. 

The f imdamental problem having been stated and solved 
in a manner opposed to monopoly, the only honorable 
policy that the Government could follow was to enter 
into negotiations with the National Bank, with a view to 
modifying its charter in such terms as would remove all 
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doubt concerning the legality of the charters of local 
banks already established, and would at the same time 
permit new charters to be granted, without embarrassing 
the Government or arousing the fears of the grantees. 

The text of the charter of May 24, 1884, the text of the 
provisions relating to the Commercial Code in force on 
that date, th^ reasons brought forward in the form of a 
protest by the National Bank, and, above all, the grave 
inconvenience of leaving the local banks exposed to the 
consequences which might hereafter result from an 
antagonism of law and of practice between those estab- 
lishments and the most powerful bank of the Republic, 
were abimdantly sufl&dent reasons why the situation 
arising from the granting of powers objected to by that 
bank should be definitively legalized and placed beyond 
the reach of future conflicts arising from this cause. 

Long and elaborate were the negotiations carried on for 
this ptupose with the National Bank in the midst of the 
terrible crisis through which the country was then passing, 
but the obstacles which tended to frustrate a definitive 
arrangement were smoothed over, thanks to the attitude 
of the National Bank, which, it is only just to acknowl- 
edge, has always shown a disposition to follow the sugges- 
tions of the Executive in behalf of the pubUc interest; 
thanks also to other drctunstances, favorable to the 
Government ; so that in the early months of 1 896 a settle- 
ment was arrived at, covering all the points that had been 
imder discussion and which were directly or indirectly 
connected with the main subject. This settlement took 
the shape of several agreements, which were signed, in 
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accordance with authority granted by Congress to the 
Executive, and by the general assembly of stockholders 
of the National Bank to its administrative coimdl. 

In virtue of said agreements, the National Bank made 
the following concessions: 

1. It declared its wilUngness to relinquish the rights 
granted in its charter relative to the creation of other 
banks, and it annoimced its imreserved assent to the 
principles of the law of Jime 3, 1896, which authorizes the 
estabUshment of banks of issue in the States and Terri- 
tories of the Republic. 

2. It agreed that the maximum of the standing credit 
of the Government in current accoimt which the bank 
is obliged to maintain in favor of the General Treasury 
of the Republic shall hereafter be 4,000,000 pesos, instead 
of 2,000,000, which was the Umit fixed by earlier agree- 
ments. 

3. It also agreed that the service of collection and 
distribution of government funds, which it has to perform 
in accordance with its charter, shall continue to be per- 
formed for the coming ten years at a commission of i^ 
per cent, instead of the 2 per cent which it had been receiv- 
ing, this commission including not only all expenses but 
also the risks of said operations. 

4. It agreed that the commission of 2 per cent which 
the Government, in accordance with contract, was paying 
it for the service of the consolidated debt, should be 
reduced to i per cent. 

5. It asstmied the obligation to open a credit, not to 
exceed 500,000 pesos, in current accoimt, in favor of the 
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National Loan OflBce (Monte de Piedad), without special 
guaranty and with interest of only 3 per cent per annum. 

In return for these concessions, the National Bank 
obtained two advantages : An addition of fifteen years to 
the term of its charter, and a guaranty that during ten 
years the National Loan Ofl&ce should not avail itself of 
nor grant to third parties the authority which it received 
from the Government to put in circulation certificates of 
deposit or notes payable at sight and to bearer. 

The mere enumeration of the points covered by said 
agreements suffices to demonstrate the benefits which were 
obtained by the two contracting parties. 

The Government sectu'ed from the bank the recognition 
of the legality of the system which it desired to establish, 
leaving free from obstacles the creation of new banks and 
the unhampered progress of those aheady in operation, 
without other limitation than (as regards the Federal 
District) the stipulation that paragraph A of article 8 of 
the original charter of the National Bank should continue 
in force. 

The other advantages, although of a different nature, 
are none the less of pecxmiary importance to the Govern- 
ment. On the one hand, they mean a saving of expenses 
which, expressed in figures, represents some tens of thou- 
sands of pesos (over 50,000) ; and, on the other hand, they 
mean a broadening of credit, which, while not needed 
under present conditions, will be of imquestionable utility 
in time of financial trouble. Indeed, without any such 
compulsory enlargement of credit, the balance which the 
current account showed in favor of the Government from 
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1892 to 1895 almost always exceeded, and greatly exceeded, 
the agreed limit of 2,000,000 pesos. Hence it might be 
inferred that the obligation recently assumed by the 
National Bank, to make advances to the Government till 
the balance reaches the sum of 4,000,000 pesos, is not as 
important as might at first sight be apparent; but con- 
sidering the diverse circumstances in which the Govern- 
ment might be placed, and, above all, the fact that the 
precedent created in no wise bound the National Bank for 
the future, and that its consent might have to be obtained 
through special agreements, in which diverse guaranties, 
a high rate of interest, and other onerous conditions might 
be stipulated, the importance becomes clear of the con- 
cession thus obtained. 

After the painful experience with the privilege granted 
by the Government to the National Loan Office, to issue 
notes payable at sight and to bearer, it would not have 
been prudent to revive the authorization of which such * 
unfortunate use had been made; and it is thought that 
the Government has adopted the most prudent course in 
leaving things as they are for some time and advising the 
National Loan Office to shape its action in accordance 
with the important advantage accruing to it from the 
fact that the National Bank offers to it an advance imder 
exceptionally favorable conditions, requiring in exchange 
that the loan office shall for ten years postpone the 
exercise of a privilege the legitimacy of which the bank 
has constantly denied. 

The negotiations carried on with the National Bank 
were approaching their termination, when the represent- 
atives of the Bank of London and Mexico (the only bank 
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which shares with the National Bank the right to issue 
notes payable at sight and to bearer in the Federal Dis- 
trict) approached this department with a request for 
modifications in their charter. It was proposed in con- 
nection therewith to widen the scope of that institution 
and to impart to it greater stability, enabling it to offer 
to the pubUc ampler faciUties and more advantageous 
conditions. 

The Government was in full sympathy with the plan to 
strengthen an establishment which till then had been of 
comparatively modest dimensions, and which on every 
ground deserved to be utilized as an element of equilibriimi 
in the powerful influence destined to be exercised on the 
market by the great banks of issue ramified throughout the 
Republic. This was the motive which led the Govern- 
ment to grant to the Bank of London and Mexico an ex- 
tension of the time of its charter, which was the siu*est 
means to attract all the capital that it needed. The 
result justified this forecast, and the Bank of London and 
Mexico, whose legal duration was so extended by the 
Executive as to make its charter terminate at about the 
same time as that of the National Bank, was enabled, 
without any difficulty, to raise its capital to 10,000,000 
pesos, fully subscribed and paid. 

On the same day on which the law of Congress was pro- 
mulgated, authorizing the Executive to prepare the 
general law on institutions of credit, a commission of ex- 
perts was appointed to study the project. This commis- 
sion, consisted of the managers of the three great banks 
established in the capital — the National Bank of Mexico, 
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the Bank of London and Mexico, and the International 
and Mortgage Bank, to wit, Messrs. Carlos de Varona, 
H. C. Waters, and Joaquin de Trueba; one of the best 
reputed bankers, Mr. Hugo Scherer; and three lawyers 
of recognized competency in economic and financial 
studies-^Messrs. Joaquin D. Casastis, Jos6 Maria Gamboa, 
and Miguel S. Macedo, licentiates. It was presided over 
by Mr. Joaquin D. Casastis, licentiate, who organized the 
work, presided over the numerous meetings held by tjie 
commission, and was the author of the luminous and 
interesting report which the commission adopted and 
presented on November 30th last, with the bill formulated 
as a result of its deliberations. 

These labors were of great assistance to the present 
ivriter in the preparation of the law brought in by the 
Executive and promulgated under date of March 19 last. 
I take pleasiu*e in stating this as a new mark of gratitude 
to these gentlemen for their mtelligent and disinterested 
collaboration in the examination of one of the most 
important problems of our economic and financial system. 

The argumentative part of the project just referred to 
presents with remarkable clearness the principal questions 
^hich occasioned the most discussion and most prolonged 
consideration, while at the same tune it permits the 
proportions of this report to be restricted to setting forth 
the reasons which led the present writer to differ from the 
opinion of the commission on some fundamental points 
or which may render it desirable to give additional sup- 
port to that opinion, when it relates to doubtful subjects 
or much-debated questions. 
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By the decree of June 3, 1896, the Executive was 
authorized to prepare a general law regulating the fran- 
chises, establishment and operations of banks of issue in 
the States of the Republic and in the federal territories, 
and also to include in the same law, or to formulate in a 
special law, the provisions which are to regulate other 
institutions of credit. It was accordingly found neces- 
sary to determine, in the draft of the new law, the class of 
establishments whose fimctions were to be regulated, as 
well as the classes of credit operations which were to be 
the object of the same law. 

There were weighty reasons for making the law apply 
to all institutions whose essential aim is to seek the most 
useful employment for their own capital and that of 
others by carrying on operations based on the issue of 
instruments of credit, which, being intended to circulate 
readily among the public, create rights in favor of third 
parties who have made no direct or personal contract 
with the said institutions. With this view it was at one 
time proposed to at least enumerate the diverse kinds of 
banks for the creation of which the previous and formal 
authorization by the Government was, for the above 
reasons, deemed indispensable. 

This idea was, however, abandoned, first of all, because 
the work would have been didactic rather than legisla- 
tive in character; second, because in the case of many 
kinds of banks, any regulations, or even the mere enu- 
meration of such multiplied classes of establishments, 
would for many years have remained a dead letter, in 
view of the fact that neither the circumstances of the 
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country nor the practices or customs of the inhabitants in 
general, require the legislator to busy himself with fixing 
rules for operations of credit practiced only on a very 
small scale, or perhaps even at one or two places abroad. 

There was another potent reason for abandoning the 
idea of enacting a law to embrace all the points just men- 
tioned, namely, the time which would have been required 
to examine it and to formulate it in appropriate terms. 
Inasmuch as all authorizations for the creation of banks 
had been suspended since 1892, it was not wise to postpone 
the law intended to facilitate the development of commer- 
cial, agricultural and industrial credit until a code could be 
adopted containing in condensed form all the legislation 
on the subject of banks, because, as above set forth, it 
would be a work of long duration. 

For these reasons, the law of March 19 does not define 
institutions of credit in general nor designate those which 
are to be subject to the requirement of making preliminary 
application to the government for a charter. The law con- 
fines itself to the declaration that, for its purposes, only the 
following are considered as institutions of credit, namely: 
Banks of issue, mortgage banks, and credit banks (bancos 
refaccionarios) ; that is, the provisions of the law are appli- 
cable only to the three classes of banks enumerated, leav- 
ing imtouched the principles and rules which govern the 
establishment, the mode of existence, and the operations 
of the other classes of institutions not comprised within 
said law. 

In omitting to deal with the loan-pledge banks, savings 
banks, and storage and warehouse institutions, treated by 
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the commission in its draft of a bill, the guiding motive 
was the convenience of dealing separately with operations 
sharply distinguished in their nature from those usually 
carried on by the three classes of banks just mentioned. 
As time goes on, profiting by the experience acquired, it is 
proposed, at the most favorable opportunity, to complete 
the work begim, by enacting the special laws required for 
the regulation of the institutions of credit not included in 
the law of March 19, which will in the meantime continue 
to be governed by article 640 of the Commercial Code. 

The programme of the Executive having thus been 
reduced to the three classes of banks mentioned, it became 
essential, first of all, to define as briefly and precisely as 
possible the dominant and distinctive features of each, and 
next to proceed to the systematic arrangement of the law. 

At the same time, the object of articles 3, 4, and 5 was 
not to give a precise definition of what is to be understood 
by banks of issue, mortgage banks, and credit banks. The 
sole object of these articles was to define, at the very starts 
each class of said institutions, and to facilitate the exami- 
nation and consideration of all the pertinent provisions by 
taking as point of departure the definitions laid down by 
the law. 

In the order of the governing principles a system was 
followed, which differs somewhat from that of the commis- 
sion. In the bill submitted by the commission, the provis- 
ions applicable to all the banks form the first chapter, 
without distinction of any sort, while in the law those pro- 
visions which are so to speak preliminary, referring to the 
granting of charters or to the constitution of companies 



126 



B an kin g^ System of Mexico 

that are to operate xinder these charters, are separated from 
the other provisions. By this method, instead of combin- 
ing, as was done in the bill, certain regulations with others 
which have no visible connection with them, and which are 
rather related to those contained in the following chapters, 
the first chapter contains only the conditions which have to 
be fulfilled in order to obtain the grant of the charter and 
to organize the joint-stock companies to which the charter 
is to be granted; and then, after the provisions peculiar 
to each kind of banks, there have been inserted the provi- 
sions common to all, some referring to their mode of opera- 
tion, others to the exemptions and privileges that go with 
the charters. 

Great care has been taken to require in the creation of 
banks those conditions that are deemed most essential and 
effective, in order that these enterprises may be xmdertaken 
only with adequate resources, and that the institutions 
may be organized with that stabiUty, strength, and pres- 
tige which may assure to them a long and prosperous 
existence. 

Such is the aim of the provisions relating to a large 
deposit of Mexican government bonds, as a guaranty that 
the bank will be established within four months from the 
date of the charter; of those which stipulate that only 
joint-stock companies, and not private individuals, can 
operate banks, and that, when the grantees are private 
individuals, they shall never be more than three m num- 
ber, nor shall they be holders of the grant for any longer 
time than is necessary to organize the joint-stock company 
to which the charter is to be granted ; of those which forbid 
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that in one and the same establishment authorizations and 
prerogatives be combined which by their natm'e ought to 
belong to institutions of different character; and, finally, of 
those relating to the organization of the joint-stock com- 
panies which are to operate xmder the charters, these pro- 
visions being in some points more severe in their condi- 
tions and restrictions than those of the Commercial Code, 
for the better protection of the interests of the pubUc. 

Article 1 2 of the law contains two important provisions 
dictated by the same thought and which require special 
explanation. 

The duration of the charters, according to said article, 
shall not exceed thirty years for banks of issue and fifty 
years for the others, said period beginning with the date of 
the law. The nature of the operations and of the credit 
instruments to be issued in accordance therewith justifies 
sufiiciently the difference established by the law between 
the duration of the two classes of establishments; but the 
principal innovation consists in this, that the period of the 
charter begins not with the date on which it is issued, but 
with the date of the law, a circumstance which affords 
opportxmity to future governments to introduce into the 
system and into banking legislation all the modifications 
that may be deemed requisite, without being restrained by 
the stipulations contained in existing charters. The bank- 
ing history of many coimtries presents examples of the 
innumerable difficulties in which governments have been 
involved through banking privileges already granted, 
when they tried to make any change in legislation or in the 
existing order of things; and thus, when introducing, for 
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the first time in our country, a law on a matter in which 
we have had so Uttle experience, it seemed advisable to fix 
a period at the end of which all charters should terminate 
on the same date, thus leaving the action of the Govern- 
ment free and unembarrassed, to the end that, with all 
franchises terminating simultaneously, it might follow the 
line of action coimseled by experience or circumstances. 

Directed to the same end is the second provision of arti- 
cle 12, according to which the charters granted under the 
new law are nothmg more than a mere authorization to 
estabUsh and operate the institution of credit in question, 
the grantees being bound by the laws actually in force on 
the subject. 

It might seem at first sight that this provision makes the 
preceding one superfluous, and that when it has been once 
decreed that whatever laws may hereafter be in force on 
the subject of banks shall apply to existing ones, the pro- 
vision in regard to the uniform date at which the charters 
terminate becomes useless, in view of the fact that this 
date has been fixed in order to afford to the Government at 
a given moment complete liberty of action, the fact being 
that, in virtue of the provision in question, it enjoys such 
liberty of action. But it is not in this way that the 
second part of Article 12 is to be understood. 

The authorization to estabUsh and operate a bank has 
to be given imder well-defined conditions, relating to the 
nature of the establishment, the organization of the 
proper joint-stock company, and the privileges and dura- 
tion of the franchise, all of which elements go to form an 
integral part of the contract between the Government 
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and the bank, and which a new law can not alter without 
attacking, in its fundamental bases, the very existence of 
the company which operates under the franchise. These 
are rights and obligations which a new law can not alter 
without the consent of the interested parties, and these 
are precisely the rights and obligations whose extinction, 
through the lapse of a fixed period, it was necessary to 
provide for, in order not to create difficulties for future 
generations which might be insuperable, in case a radical 
change in the banking system should be deemed desirable. 

In whatever relates to the existence of the grant, the 
fundamental bases of the company holding it, and the 
inducements in the form of exemptions or reduction of 
taxes offered by the law, the banks need have no fear 
that a subsequent law may create a condition less advan- 
tageous for them, because that would be equivalent to 
robbing them of a right which was fully vested. But the 
same is not true of the provisions of a general character, 
which are not the object of any stipulation in the charter 
nor in the contract of the company, and which rather 
form a part of the legislation which establishes and regu- 
lates the rights and obligations of the bank toward the 
public or toward the Government in its character as the 
representative of social interests; because this legislation, 
like all other laws, can not remain immutable and should 
not contain restrictions which might prevent the Govern- 
ment from changing it at such time and in such manner 
as it may deem requisite for the general well-being. 

The series of special titles of the new law opens with 
the one which deals with banks of issue; and indeed this 



130 



Banking System of Mexico 

precedence in the order of exposition is properly given to 
the provisions which regulate the operations of those 
institutions of credit that are of greatest importance, 
both by reason of the part which they play in modem 
society and by reason of their great number and the 
amount of capital which they employ. 

This would be a proper place for the considerations set 
forth in the beginning of the present report, in order to 
make clear the motives which led to the adoption of the 
system established by the decree of June 3, 1896, and 
developed in the recent law on institutions of credit; but 
as this was done elsewhere, I will merely say in this place, 
by way of summary and record, that under the new 
banking legislation there will be (i) two great banks of 
issue in the Federal District, with authority to create 
branches throughout the country, and (2) a number of 
banks in the States and Territories, with special privileges 
for the first bank established in any one of them, and 
with authority to establish branches (under fixed condi- 
tions) in any part of the Republic, except for the exchange 
of notes in the Federal District. 

SujBicient explanation and basis had already been given, 
in my opinion, for the attitude taken by the Government 
in this matter, as set forth in articles 15, 38, 128, and 129 
of the law, an attitude which is further justified by the 
necessity of guarding against the grave consequences that 
might arise from the abrupt transition from a restrictive 
system (like that of the past) to one of absolute liberty for 
banks of issue. 
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The authority to issue instruments of credit payable at 
par, at sight, and to bearer, constitutes the most potent 
lever used in the present century to mobilize capital and 
put it in the hands of those who are able to most advan- 
tageously utilize it; but it is at the same time the most 
delicate instrument possessed by institutions of credit for 
multiplying their operations, and therefore requires a set of 
effective guaranties to insure the immediate and punctual 
reimbursement of the notes to those who accept them in 
full confidence in the fidelity and the solvency of the bank. 
It is not an easy task to choose the right course in devising 
this set of guarantees, and this very difficulty has led gov- 
ernments and publicists to pursue a variety of methods in 
striving to reach the same goal. As regards governments, 
history teaches that some considerations of another order, 
nearly always related to the needs of the Treasury, have 
' ' their influence and have at times been superimposed 
ihose properly belonging to the subject; but, fortu- 
ly, in Mexico these extraneous considerations have 
no weight in the preparation of the law which has been 
ented to the chambers except that this law has been 
ired exclusively by the desire to recondle the greatest 
ty and the greatest facility of operation by the banks 
. the solid assurance of the interests of the public. 
3 undeniable evidence of the motives of the Govern- 
t may be indicated the numerous exemptions and re- 
ions of taxes; the privileges in favor of the banks, 
•h constitute exceptions in civil and commercial legis- 
n; and, lastly, the absolute independence granted to 
establishments with regard to the Government, which 
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has, either in their administration or in their operations, 
no right of intervention properly so called, but is limited, 
in the fmiction of its representatives, merely to the duty 
of supervision. 

So strong was the desire to guard the banks against all 
outside influences, and especially against poUtical influ- 
ence, that, notwithstanding the precedents created by 
ear her charters, requiring that the circulation be guaran- 
teed in part by a deposit of govermnent bonds, it was 
deemed inadvisable to retain this requirement and to pro- 
vide for a deposit, more or less substantial in amount, of 
evidences of the pubUc debt as guaranty for the redemp- 
tion of the notes. What would be the influence of such a 
deposit upon the credit of a bank in case that, in conse- 
quence of the viqissitudes of foreign or domestic politics, 
the securities of the state should precipitately decline? 
Would not rather the intensity of the evil be enhanced by 
the decline in the value of the guaranty at the very mo- 
ment when business was paralyzed by the general crisis, 
cash was hoarded, and payments were delayed? 

It is hoped that no reproach will be cast on the Govern- 
ment for having abstained from making such use of the 
govenmient bonds, since it is preferable, for the reasons 
set forth, not to associate the credit of the banks in any 
manner with that of the Government, but to leave these 
establishments in condition to face periods of difficulty 
with their own resources, free from any extraneous 
influence and from any pecuniary connection with the 
Government. 
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From this line of reasoning have arisen also the hmitations 
which the law imposes on banks, both as regards the right 
to put notes in circulation and that of carrying on certain 
operations more or less connected with that of issmng 
. In these restrictions are found the guaranties in 
f of the pubhc, wliich, though not absolutely beyond 
an (for what restrictions are so?), nevertheless con- 
ic a solid ground for inspiring confidence. I will 
y discuss the two points to which I refer, 
the first place, there has been a departure from the 
dents created by most of the earher charters as 
ds the proportion between the amount of notes in 
lation and the cash on hand, either in coin or in bars of 
3us metals. 

has been the rule to allow the credit circulation to 
1 three times the amoimt of the metallic reserve, 
the law just referred to allows it to attain only 
le the amount, and furthermore introduces a new 
rCj providing that to the amount of the notes issued 
shall be added the amount of deposits payable at 
or at most within three days, and that the resulting 
be used as the basis for computing the maximum 
of the note circulation. 

e reason for this new feature is obvious. In any 
ing system the first care must be to establish a strict 
on between the nature and period of the instruments 
=dit issued by the bank, on the one hand, and the 
itions to the bank on the other. This rule can not 
sregarded without giving rise to a danger more or 
erious, according to the type of bank, but far more 
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serious in the case of banks of issue, where there is no ade- 
quate measure of the amount of the obUgations imme- 
diately payable in favor of the bank against the amount 
of obligations the payment of which may be demanded of 
the bank at a given moment. 

On this account it would be a grave error to think that 
the only serious danger for banks of issue may arise from 
the possibility of a simultaneous presentation for payment 
of the larger part or all of its notes, since there exists an- 
other danger of equal, sometimes even greater, magnitude 
in the demand for payment of demand or short-time 
deposits. 

The special missic«i of banks is to serve as interme- 
diaries between persons or firms having availble capital 
and those who need fimds to apply to production. 
Strictly speaking, we might conceive of a bank without 
capital of its own. If, in fact, the law requires that it shall 
have capital, and that the amount thereof shall be com- 
mensurate with the amount of paper issued, this is solely 
for the greater security of the public; but even this pro- 
vision does not alter the fact that the greater part of the 
movement due to banking operations is carried on with 
outside, capital, subsequently deposited in the establish- 
ment, some of it to obtain a return, the remainder for 
safety. 

The last-mentioned depositors constitute the class that 
has most frequent recourse to banks. They make deposits 
which at the pleasure of the depositor are payable either 
through the medium of checks or on the mere presenta- 
tion of the bank book. Thus, from the point of view of 
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immediate reimbursement, these deposits are upon an equal 
plane with bank notes, being likely, in fact, under certain 
conditions, to constitute a greater danger than the notes, 
because they represent, as a rule, larger amotmts and thus 
are capable of exhausting more rapidly the metallic reserve 
of the bank. 

Hence it was natural, in fixing the conditions regulating 
the issues of banks, to assimilate to each other the notes 
and the deposits payable at sight or on short time. This 
presented the most effective means of avoiding the abuses 
and dangers of the note issue, since its limits are deter- 
mined by double the amount of the cash reserve in con- 
nection with the total amotmt of obligations payable on 
demand. 

This provision of the new law may seem too restrictive, 
but in presence of the doubt which everyone feels regard- 
ing the manner in which the right to issue notes will be 
used in oiu' country, it is preferable to sin by an excess of 
caution (seeing that there will always be time to enlarge 
the scope of the right in question), and not to expose the 
lote, which has with such difficulty begun to pene- 
imong the mass of our peculation, to a disaster 
would throw us back a long way on the road that 
other nations to prosperity, 

»ver, the rigor of the provision is greatly modified 
exception set forth in the law, according to which 
puting the maximum limit of issue, no account is 
iken of interest-bearing deposits in current account, 
eption grotmded not so much on the nature of the 
. (since it is in the main just as capable of presen- 
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tation for redemption as those which bear no interest) as 
on the necessity of inducing banks to remunerate the capi- 
tal which the public brings to them, and on the desira- 
bility of facilitating the creation of current accounts, so 
beneficial for commerce and for all the branches of national 
production. 

Furthermore, the aim has been to give every possible 
security to the bank note by the provisions relating to 
the preference which it is to enjoy over other obUgations 
of the bank; those which give the right of summary suit 
to the holder of a note against an estabUshment which 
issued the note and refuses to pay it; those which prohibit 
these estabUshments from carrying on ordinary banking 
operations involving a period of more than six months 
and from discounting commercial paper not indorsed by 
two firms of known solvency or secured by some collateral ; 
and, lastly, those provisions which aim to prevent the im- 
mobiUzation of capital in loans of long terms and difl&cult 
repayment. 

It is proper to explain one of the provisions of a pre- 
cautionary character just alluded to, namely, the prohi- 
bition to make mortgage loans, a provision to which the 
law makes two exceptions, one of which, at least, might 
be considered as contrary to the principle laid down and 
at the same time a possible cause of disorder. 

The legislation of many coimtries expressly sanctions 
the right of banks of issue to accept mortgage security 
from their debtors when there is a decline in the credit 
of some of the indorsers of the obligations which the 
bank holds in its assets, but very few coimtries grant to 
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said banks the right to make mortgage loans, and it may- 
even be said that the nations which authorize such op- 
erations are in a situation very different from ours and 
have established certain restrictions which diminish, if 
they do not completely remove, the inconveniences of a 
system which, in the light of the strict principles of eco- 
nomic science, can not but meet with disapproval. 

If the Executive has decided to follow the latter 
method — that is to say, to allow the banks in certain 
cases, on previous authorization by the Minister of 
Finance, to make mortgage loans — it was only after a 
mature examination of the conditions of the coimtry, and 
especially of the practices and views prevailing among 
those in Mexico engaged in the business of making loans. 

It might justly be objected that the main object of 
banks of issue should be the development of commercial 
interests, properly so called, and incidentally of agricul- 
tural and industrial wealth — an argtunent which becomes 
all the stronger in view of the fact that the immemorial 
practice of mortgage investment does not and did not 
exist except for the purpose of making loans to persons 
who are not properly merchants. 

It is indisputable, nevertheless, that the mai tenance 
in all its rigor of the scientific principle of not confoimd- 
ing the operations peculiar to banks of issue with those 
that belong exclusively to mortgage banks (a principle 
which the new law recognizes implicitly in its first articles 
when it prohibits both the establishment of two different 
institutions of credit imder the same charter and the issue 
by the same bank of different kinds of instrtunents of 
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credit which by their nature correspond to institutions of 
different kinds) would be equivalent to depriving agricul- 
turists and manufacturers of the immediate facilities 
which institutions of credit are able to afford them for 
the proper development of their lands and factories. 

It is true that for this purpose the very law on institu- 
tions of credit authorizes the creation of mortgage banks 
and of credit banks (bancos ref accionarios) , which are 
intended to serve in a more direct manner the interests 
of agriculturists and manufacturers; but we should not 
delude ourselves with the belief that these institutions 
will multiply rapidly, because such will not be the case 
imtil the spirit of enterprise is sufficiently developed 
among us and the working of these banks and the bene- 
fits to be derived from them become practically known. 

Banks of issue are better known among us, and it is 
almost certain that under the new law they will multiply 
in the coimtry rapidly enough imtil they attain the num- 
ber and size corresponding to the genuine social needs 
which they are intended to satisfy. Thus it may natu- 
rally be expected that the good effect produced by these 
establishments will promptly become known among many 
classes of the commimity, and hence it has been deemed 
wise to give legality to mortgage loans, stipulating, how- 
ever, that the total amoimt of mortgages in favor of the 
bank shall not exceed the fotuth part of the capital actu- 
ally paid up; that the mortgage shall become due within 
not more than two years; and that, finally, the express 
authorization of the Minister of Finance shall be sought, 
who will take car not to grant it except in terms that shall 
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well define its supplementary and transitional character. 
In this way the bank will not be deprived of its true 
character by diverting an important part of its capital 
from the operations peculiar to banks of issue ; the capital 
invested in mortgage operations will not be long immob- 
ilized; and, finally, this exceptional departure from one 
of the fundamental principles of banking science will sig- 
nify no more than the adoption of a means to supply an 
important public need temporarily, and only while this 
need is not supplied by other establishments more adapted 
to the purpose. There can be no doubt that the authori- 
zation here spoken of will cease to be granted and will 
disappear from our legislation as soon as the mortgage 
and credit banks shall be organized and multiply. 

With the creation of banks which, besides conducting 
all kinds of banking operations properly so called, shall 
issue notes payable at sight and to bearer, the needs of 
commerce will be satisfied so far as relates to the mobiliza- 
tion of capital and short-time loans; but it has already 
been pointed out that this kind of estabUshment can not 
render the same degree of service to agriculture and 
industry, which, while occasionally asking for temporary 
aid, require for the most part loans on long term and 
made under conditions more stable and less onerous as 
regards payment. 

The merchant buys and sells in a short time, and only 
in exceptional cases does it take him many months to 
reahze on his merchandise. On an average, his operations 
allow him to contract debts on short terms, and it is to his 
interest to multiply and renew his operations as much as 
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possible; so that for his purpose the banks of issue suffice 
and operate imder exactly appropriate conditions. The 
obUgations which constitute the assets of said banks are 
payable at sight or on very short time, just as is the case 
with the notes and obligations of the Uabihties, whence 
function in perfect harmony the operations of these estab- 
lishments with those of the commerce which they are 
intended to promote and serve. 

In industrial enterprises the case is different, because, 
although such capital as is employed in the purchase of 
raw material and fuel, as well as in the payment of wages, 
can be recovered speedily enough, relatively speaking, 
through the sale of manufactured goods, this is not the 
case with money invested in buildings and machinery. 
This distinction is still more perceptible in the case of 
capital applied to agriculture, which is immobilized for a 
longer time when devoted to the improvement of the soil 
and to similar purposes. 

Real estate in general, and especially country real estate, 
makes but slow return on the capital invested in it, and 
the increase of the product, due to the improvements 
introduced, hardly leaves enough sinplus for the amorti- 
zation of the capital, after covering the interest. The 
credit operations which furnish this capital must neces- 
sarily cover long periods, proportionate to the great length 
of time it takes the farmer to get returns for the expense 
of improving his property, and the payment of the prin- 
cipal, moreover, has to be made gradually in order that it 
may be covered by the products of the farm. 
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As the loans repayable in the course of years are not, as 
a rule, sufficiently secured by the personal guaranty of 
the debtor, whose credit is exposed to unforeseen contin- 
gencies, the said loans are almost always conditioned on 
the giving of a guaranty in real estate, in the form either 
of a pledge or of a mortgage, and this has suggested to the 
legislators of different countries the idea of making the 
mortgage loan payable in numerous annual payments, 
comprising the installments on the principal and the 
interest. 

The mortgage banks which aim to accomplish this 
object have assiuned quite a variety of forms in different 
countries, some aiming to associate the capital which fur- 
nishes the funds, others to associate the farmers who may 
need the funds, while in other cases these estabUshments 
are made to bear the character of intermediaries between 
the persons who have funds to invest and the owners of 
rural or urban property who are looking for the means to 
improve that property and increase its production. The 
new law has adopted this last form, because it imdoubtedly 
conforms better to the customs of our country, the char- 
acter of its inhabitants, and the general principles of the 
national legislation, and also because it presents the best- 
defined type of this sort of institutions of credit. 

A preliminary question was presented to the consider- 
ation of the Department by the terms of the charter 
granted to the Mexican Mortgage Bank, established in 
the capital of the Republic in 1882. Was it advisable or 
not to include in the law the regulations to which mort- 
gage banks are to be subject? 
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According to the said terms, the Government bound 
itself (art. i6) to make no grant to any other person, 
company, or corporation for the establishment of mort- 
gage banks in the Republic during the period of twenty 
years, beginning with the date on which the Mexican 
Mortgage Bank began operations. This obUgation, how- 
ever, was not absolute, but on the contrary was subject 
to the express condition that during the said twenty years 
the bank should completely supply the needs for such an 
institution — a circumstance which by itself implied that 
the Government might find itself compelled to consider 
the possibility that, in case this condition was not 
realized, it would be free to authorize the establishment 
of other institutions of the same class. In regulating the 
matter and treating of mortgage banks in the new law, 
the Government did not in any manner prejudge its own 
attitude for the future — indicating whether it would or 
would not make use of its power to grant charters to other 
mortgage banks. 

Accordingly the Executive did not hesitate on this 
point, but accepted the idea of a plurality of mortgage 
banks, all the more because this was the logical conse- 
quence of the attitude taken in regard to banks of issue. 
In fact, if for the circulation of bank notes it was deemed 
advisable to decentralize the estabUshments which issue 
them, it was still more necessary, when dealing with real 
estate, to promote the creation of local banks, which, by 
the sale of securities adapted to the purpose, might fur- 
nish sufficient resources for the improvement of agricultural 
property. 
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The operations peculiar to mortgage banks are on the 
one hand the investment of funds in loans repayable 
within a period of greater or less length and guaranteed 
by mortgage, and on the other hand the correlative opera- 
tion of issuing interest-bearing bonds for amounts equal 
to those of the loans, these bonds being payable within 
periods and on conditions equivalent to those of the loans. 

The principle that the total amount of the bonds in 
circulation must correspond exactly to that of the mort- 
gage loans which the bank holds among its assets presents 
serious difficulties in practice. In fact it is not possible 
that, in proportion as the bank advances funds to indi- 
viduals or the latter repay their loans in whole or in part, 
the circulation of the mortgage bonds shall be instantly 
enlarged or restricted, adapting itself completely to the 
exact amount of the outstanding loans. Moreover it is 
often found, and in other coimtries it is the general rule, 
that the issue of bonds precedes the loans, this being 
usually the method of obtaining funds wherewith to 
make such loans. Was it advisable to forbid this practice 
in Mexico, or should some flexibility be given to the 
principle we have just examined? The Executive decided 
in favor of the second alternative, agreeing with the 
arguments advanced by the commission, although depart- 
ing from its recommendations as regards the wording 
and scope of the respective articles. 

The articles in question provide, first, that the banks 
shall not issue mortgage bonds whose nominal value 
exceeds in the aggregate the amount of the loans made on 
mortgage security; second, that when the lots are drawn, 
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which shall be done at least twice a year, such number of 
bonds shall be called in for redemption as may be neces- 
sary in order that the nominal value of those remaining 
in circulation shall not exceed the amount of the mortgages 
which the bank holds among its assets; third, that no 
loan shall be made with money that has to be obtained 
through an issue of bonds, unless the loan be conditional 
and its completion subject to the results of the issue of 
bonds to be made later; and, fourth, that between two 
drawings of lots it be permissible, for the reasons set forth 
above, to alter the proportion between the mortgage 
bonds in circulation and the amount of outstanding loans 
held by the bank, the equilibrium being restored at the 
next drawing of lots. 

4 

The rigor of the above-mentioned principle having thus 
been atte4uated, care had next to be taken to insert the 
provisions necessary to avoid all abuses in practice, as 
well as to assure the sufficiency and efficacy of the mort- 
gage guarantees — the fundamental basis of the confidence 
of the pubUc in the securities which might be issued. 

For this reason it was deemed desirable to state ex- 
pressly that the mortgage bonds are issued on the strength 
of the obligations which the bank holds among its assets 
through its loan operations with mortgage guarantee, and 
that this guarantee is collective; in other words, that the 
aggregate of the mortgage obligations in favor of the bank 
guarantees the aggregate of the mortgage bonds in circu- 
lation. 

Among the numerous provisions which tend to realize, 
in the most equitable and effective manner, the objects 
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indicated there is one that deserves special mention, be- 
cause it is not commonly found in the banking legislation 
of other countries. This is the provision relating to the 
formation of a special fund in cash, intended to cover the 
service of the mortgage bonds for at least six months — a 
provision dictated by the desire to safeguard the banks 
against an unforeseen stringency of money, which might 
compromise the regular service of its bonds. 

Of a similar nature is the article which creates in favor of 
said bonds special inducements to investors, in order that 
the public may receive them with favor. These induce- 
ments are: The right of preference on the reserve and 
guarantee funds of the issuing bank, as well as on its cap- 
ital, whether paid-up or not; the prohibition to withhold 
the payment of principal and interest, even upon order of 
the court, except in case of loss or robbery of bonds, or in 
accordance with previous laws ; and the option that, when- 
ever the fimds of corporations or of persons legally in- 
capacitated are by law or contract to be invested in the 
purchase of real estate or of mortgages, these fimds may 
also be invested in mortgage bonds. 

Owing to the conditions established, not only for the 
issue and circulation of the mortgage bonds, but also for 
the security of the capital which they represent and the 
interest thereon, as well as for the ease, cheapness, and 
ready means of making the guaranty effective, it is very 
likely that these securities will find wide acceptance, pro- 
vided the banks which issue them take care to accommo- 
date themselves not only to the provisions of the law and 
the counsels of prudence, but also to what their knowledge 
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of the market in which they operate may indicate regard- 
ing the interest on money, the habits of trade, the normal 
period for the amortization of capital invested in the pro- 
motion of enterprises, etc. 

This knowledge will guide the banks in the drawing up 
of the tables of annuities, so that the pubUc may choose, 
out of a variety, the kind of operations which is most suit- 
able to the circumstances of each. The tact which it will 
be necessary for the directors of these establishments to 
show in this respect will need to be even greater when the 
loans are not made in ready cash but in the very bonds 
which have to be issued for the purpose of the operations, 
because, unless the indispensable conditions of the bonds 
are such that the debtor can realize on them without loss, 
the pubUc will have a strong motive to refrain from deal- 
ing with the bank, no matter what may be its faciUties for 
the repayment of the debt. Hence it is supremely impor- 
tant that the mortgage banks to be estabUshed shall com- 
bine their operations in such way that the bonds put in 
circulation shall find an easy market and a price approach- 
ing their face value. 

Besides the essential operations just spoken of, the mort- 
gage banks may engage in all the others which are of a 
purely banking character and do not constitute the exclu- 
sive object of some of the other classes of institutions of 
credit. The law, however, fixes some Umitations and 
imposes certain prohibitions which tend to strengthen the 
confidence which these establishments should inspire, in 
order to avoid the danger that, through operations of a 
secondary character, the bank should find itself some day 
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compelled to give the preference to these dealings over the 
primary objects for which it was established. 

The loans with real estate gfuaranty, as the only resource 
to which the owner of the real estate can have recourse in 
order to obtain the means which he requires for the devel- 
opment of his business, are capable of involving dangers of 
a new order when these funds are sought, not in order to be 
immobilized in the property, by being invested either in the 
improvement of the soil or in buildings, or in the purchase 
of machinery, but to be applied to the payment of wages, 
the purchase of seed or raw material, or to other expendi- 
tures which may readily be covered in a short time by the 
returns from one harvest or by the normal output of a 
factory. 

When a landowner (hacendado) needs f imds for the pur- 
poses last mentioned, he finds himself in this dilemma: 
Either he has to apply to banks of issue, giving collateral 
security or an indorsement by a responsible party, and in 
that case he exposes himself to the possibility that, at the 
end of the term of payment, which must necessarily be 
brief, the loan may not be renewed, while he may still be 
imable to realize on the product of his estate in order to 
cover the loan; or he may have to apply to a mortgage 
bank and encumber his property for a long time and for a 
large sum, greater than he needs, because both these are 
generally conditions required in mortgage loans; and then, 
having more mpney, he spends more than he intended, and 
the property will be more highly encumbered, which later 
on will render it difl&cult for him to obtain new loans, even 
when he needs them more m-gently. 
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The fact is that the demand for capital for agriculture 
has two distinct objects, and hence must also be satisfied in 
different ways. If the object is to incorporate the new 
capital with that alrady represented by the property and 
its immobilized accessories, then the loan can only be 
repaid from the increased product of the estate, due to its 
improvement, and hence only in the space of many years; 
but if it is intended merely to cover the expense of working 
the same property up to the time when the crop can be 
realized on, then recourse must be had to operations the 
period of which shall not be long, although long enough to 
enable the return from the crop to be awaited without 
anxiety. 

Few problems have given rise to so many disappoint- 
ments throughout the world as the one relating to agricul- 
tural credit, a problem which, it may be said without exag- 
geration, has never yet been solved in a manner completely 
satisfactory. Hence I congratulate myself because the 
work imdertaken on this subject by the Banking Commis- 
sion, which has greatly facilitated my task, relieves me of a 
large part of the moral responsibility involved in the 
paternity of a new idea in a field that has been much 
explored by others, with little result. 

The system devised by the Commission consists in the 
creation of institutions of credit which shall fill the void 
left between banks of issue and mortgage banks ; in other 
words, which shall make loans for a period not as short as 
those fixed by banks of issue, but not as long as those 
required by mortgage banks; and, above all, without the 
security of the estate. 
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In accordance with the project adopted by the Execu- 
tive, these loans may extend over a period not to exceed 
two years, which will suffice, in case the crops of the first 
year are lost, to enable the farmer by means of the crops of 
the second year to fulfill his obligations ; and, as a conse- 
quence of these operations, the banks are to be empowered 
to issue special securities repayable within fixed periods, 
also not to exceed two years, and which, naturally, are to 
draw interest. 

In order that the banks in question may operate with the 
requisite security it was necessary also to modify the civil 
legislation, in such way that the guaranty might be estab- 
lished readily and with due privileges on the products of 
the estate, which privileges are all the more justified be- 
cause, if such crop is harvested, it will be due in large part 
to the resources placed by the loan at the command of the 
owner of the estate. These facilities and privileges also 
have their precedent in the civil and commercial law, in the 
shape of the obligations called restitutional (ref accionarios) , 
a term which the Commission very appropriately adopted 
to designate the establishments of credit above described. 

The idea of creating credit banks (bancos refacciona- 
rios) is not only fruitful as a means of solving the agri- 
culttwal problem, but also for satisfying the just claims 
of another branch of industry, which is for us as important 
as the other. I refer to mining. 

The peculiar character of mining property and of min- 
ing securities, and the exceptional dangers to which they 
are exposed, have greatly hampered the use of credit for 
the development of the mining industry. Where a real- 
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estate guaranty offers complete security, credit founded 
on such guaranty is easily obtained; but when the 
property offered as guaranty is exposed to so many con- 
tingencies, as is the case with mines, real-estate credit has 
to struggle with serious impediments. 

In the opinion of many people the mining business is 
equivalent to a game of chance, and even among those 
who have more confidence in this kind of business there 
is a disposition to estimate the elements of security which 
it offers in the immense majority of cases as of very brief 
duration:. It is to be hoped, however, that with the 
application of scientific methods and the constant im- 
provement of industrial processes many of the causes of 
error and deception will be eliminated, and greater insight 
and certainty will be attained in the anticipations regard- 
ing the producing capacity of mines and the duration of 
their output. 

From this point of view there is some resemblance 
between the loans made to farmers to enable them to 
wait for the harvest and the loans made to miners whose 
property is developed in such way as to permit the prob- 
able return within a comparatively short period to be 
calculated; and it is this analogy that inspires well- 
groimded hopes that the credit banks may be of great 
utility not only to agriculture but also to mining and 
other industries, few of which are so imfavorably situated 
as regards the confidence which they inspire as the mining 
business, whose securities are not acceptable to the banks 
of issue because not suited to them, nor to the mortgage 
banks because the law forbids. 
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Will these banks fulfill the object of their creation? If 
they are established, will their work be successful and 
will they improve the condition of industry, mining, and 
agriculture? These are questions which the Commission 
very justly asks at the close of that part of its report 
which relates to these institutions. The Government 
believes, in accord with the Commission, that the future 
of these banks will depend on the acceptance given to 
their bonds, and hence that no one will do more for then- 
development than by bringing these securities into favor 
and creating for them an assured and extended market. 

The last part of the law consists of the provisions 
applicable to all banks, when once estabUshed, which for 
greater clearness have been classified under two heads — 
one which treats of those common to all banks, the other 
of the privileges and taxes relating to the subject. 

The first of these heads contains: The provisions relat- 
ing to the establishment of branch banks and agencies; 
the prohibition to carry on certain kinds of operations, 
which, being dangerous or improper, can not be consid- 
ered as included among the powers enjoyed by any insti- 
tution of credit; certain provisions establishing special 
privileges in the matter of procedure and of legal prefer- 
ence in favor of banks; and, finally, the means of surveil- 
lance and control which have been deemed effectual as 
well as equitable, for protecting the public (so far as is 
possible and so far as depends on the Government) 
against the mismanagement to which these establish- 
ments may be exposed. 
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The surveillance over institutions of credit will be exer- 
cised in two ways — on the one hand by the Department 
of Finance, by the appointment of inspectors; on the 
other by the general public, by virtue of the publicity 
which the banks are required to give to certain data and 
documents. 

The inspectors may be appointed exclusively for each 
bank or only for specific cases; and the aim has been to 
give such precision to their duties as will avoid the difl&- 
culties which are always to be feared in connection with 
so delicate a fimction. For this purpose it was necessary 
to steer between two sets of shoals of different character, 
the one arising from the natural tendency of the inspected 
to diminish the sum total of the powers of the inspectors, 
the other arising from the very common propensity of 
inspectors to carry their functions to excess. 

Thus there remained no other way than to specify with 
all possible clearness the principal duties and powers of 
inspectors and to establish, as reciprocal guaranties in 
favor of the banks and of the public, definite prohibitions 
and severe penalties for inspectors who might abuse their 
position, and, on the other hand, the power to extend 
the inspection, in special cases, to the complete disclosure 
of the facts involved, always provided that the Depart- 
ment of Finance expressly so orders. 

As regards indirect surveillance, provision has been 
made for the publication of the monthly balance sheets 
of the institutions of credit and of an annual report on 
their condition. The monthly reports have been the 
object of careful study as regards the data which they 
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are to contain, in order that the situation of the banks 
may be made as clear as possible. Among other data, 
they will hereafter contain, for the first time, on the credit 
side, the investments in public securities and in stocks 
or bonds on which it is possible to realize at once, as well 
as the distinctions between securities held against discounts 
and the amoimt held against loans on collateral and on 
mortgages; and on the debit side distmct enumeration 
will also be made, among the other debts, of the deposits 
repayable at sight or on notice of three days or less — 
a class of deposits which plays a great part in banks of 
issue, in view of the provisions regulating the circulation, 
which are elsewhere set forth. 

As regards the provisions whose aim is to guarantee the 
shareholders and the public m general agamst mismanage- 
ment by the directors, it will be noticed that one of these 
provisions prohibits members of the administrative cotmcil, 
during the first year of the existence of the bank, from 
becoming debtors to the bank; while another clause pro- 
vides that, after the first year, they shall be permitted to 
become debtors to the bank only when they are in a posi- 
tion of joint liability, as regards indebtedness, with some 
other firm of well-known solvency, or when they give a 
collateral guaranty of double the amount of said indebted- 
ness or responsibility. 

Unfortunately, experience has shown that banks may 
establish themselves with a fictitious capital, by their 
organizers reserving to themselves the places in the 
administrative cotmcil and making loans to themselves 
in accotmt current for amotmts equal to those which they 
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have brought together in order to establish the bank. 
There have also been cases where influential persons who 
manage these establishments have absorbed for their own 
operations a considerable part of the corporate capital, 
without giving the same gfuaranties which they would 
have required of outsiders. These illegal methods, 
extremely dangerous to banks established with a modest 
capital in unimportant centers, will be altogether impos- 
sible under the new law, unless the directors are ready, 
knowingly, to incur not only civil but also criminal 
liability. 

Lastly, to make sure that no omission in the law shall 
fetter the action of the Government, it has been pro- 
vided that any failure on the part of a bank to comply 
with any of the requisites or conditions required by the 
law for the security or benefit of the public, and which do 
not constitute a sufficient reason for forfeiting the charter, 
may furnish ground to the Department of Finance, after 
due hearing given to the bank in question, to order the 
suspension of all its operations until the legal require- 
ments and conditions shall be fulfilled. 

The Executive is of opinion that, in order to facilitate 
the creation of banks in the Republic, the legislation in the 
matter of taxes ought to be exceedingly liberal, while oi^i 
the other hand there would be no risk of diminishing the 
amount of the present revenue, seeing that the aim is to 
promote operations which, in most cases, would not take 
place without the existence of banks, and which, by 
means of the banks, will be multiplied so as to produce, 
directly or indirectly, important revenues for the treasury. 
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Of course the privileges which had been granted in this 
respect in most of the cases of special charters had to be 
respected, and on this account the law provided that the 
capital of the banks, the shares which represent it, the 
dividends paid by them, and the various instnmients of 
credit which they issue, should be exempt from all kinds 
of taxes in the federation, in the states and municipalities 
(with certain exceptions, set forth in the law itself). It 
granted exemption from stamp tax for the documents 
used by institutions of credit in their internal administra- 
tion, for the contracts which they may make with the Fed- 
eral Government or with the local governments, and for 
the extracts from accotmts and notes of payment or other 
documents and operations which they carry on with said 
governments in prescribed cases. Besides these exemp- 
tions, the new law grants an additional one, namely, that 
whatever be the value of the bank notes, mortgage bonds, 
certificates of deposit, and cash certificates (bonos de caja) 
which the institutions of credit may put in circulation, 
the stamp by which said documents are to be legalized 
shall never exceed 5 centavos. Similarly the law takes 
care that the rather large expenditures generally attend- 
ing contracts of loan, security, pledge, or mortgage, either 
in the way of tax or of legal fees, shall be greatly reduced, 
principally as regards taxes, the reduction of fees being 
naturally left subject to such contracts as the interested 
parties may make among themselves. 

On the ground of the right belonging to the Federation 
to legislate on everything relating to commercial matters, 
and supported by the precedent which placed a limitation 
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on the right of States to impose taxes on mining, the 
Executive decided to incorporate a similar provision in 
the law on institutions of credit, to the effect that local 
legislation can in no case hamper the operations of banks 
by fiscal measures while the Federation is striving to free 
them from most of the taxes imposed by the general laws. 

The articles forming the last heading of the law close 
with two sections which confirm the principle established 
in the law of June 3, 1896, according to which the exemp- 
tions or reductions of taxes can only be granted to the 
first bank that is established in any one of the States of 
the Republic or in any one of the Federal Territories ; the 
other banks, established subsequently, having to pay all 
the taxes imposed by the general laws, and, furthermore, 
a special tax in behalf of the Federation of 2 per cent a 
year on. the amount of capital disclosed. In virtue of this 
provision the banks that may be set up subsequently to 
the first will be placed under such disadvantages in their 
competition with the first bank that a plurality of banks 
in one and the same State will only be possible where the 
transactions are so active and the demands for credit so 
great that they can not be satisfied by a single bank, no 
matter how powerful. 

It is to be noted that it has not been the spirit of the 
law to invest with the character of first bank, and the 
exemptions and privileges attached thereto, the branch 
banks which may be established in some of the States or 
Territories of the Republic, because that would lead to 
the absorption of all the markets in the interior of the 
country by a very small number of institutions of credit. 
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which, having established their head offices in three or 
four States, would try to set up branches in all the rest 
of the' country in order to impede the creation of other 
banks with equal rights and privileges. This view is borne 
out by the considerations set forth in another part of this 
report, with the purpose of demonstrating that branch 
banks fall far short of fulfilUng with the same degree of 
efficiency the same ends as the bank on which they de- 
pend. On this account the Executive deemed it proper 
to promote the creation of local banks, notwithstanding 
the existence of branches maintained by the great banks 
of the capital at many points in the Republic, and was 
influenced by similar reasoning in favor of the creation of 
banks in all the States and Territories of the Federation, 
notwithstanding the branches that may exist in each one 
of them, whether of banks of the Federal District or of 
local banks. 

The transitional articles of the law contain two very 
important principles — the recognition of the rights pre- 
viously acquired by existing banks, either in the capital 
or in the States, and the privilege granted to the latter, 
whatever be their number, of acquiring the character of 
first banks in the locality where the parent house is estab- 
lished if they declare to the Department of Finance that 
they submit their charters to the new law. 

The article relating to obligations contracted naturally 
served as a guide to the Government in preparing the 
general law on institutions of credit, and I should not 
touch on this point were it not that I wish to point out 
that the present was deemed a favorable opportunity, by 
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means of law, to impart all the necessary authority to the 
repeated decrees of the President of the Republic, by 
which the meaning of an article contained in nearly all 
the earlier charters was defined in the sense that all insti- 
tutions of credit must be subject to the laws of the coim- 
try and to the other provisions of a general character 
which were afterwards promulgated in the matter of 
banks when such laws and provisions are not opposed to 
the charter or statutes of the bank. 

It is within the scope of the executive power, when duly 
authorized, to grant rights and privileges by means of a 
charter or contract, but it can never renounce the right 
or part with the obligation to legislate or issue regulations 
on those points or questions which were not expressly 
provided for in the charter or agreement in question. 
Moreover, charters are special laws (leyes privativas) , and 
the interpretation of a special law must be made in the 
sense of restricting the privileges or exemptions that de- 
part from the general law, rather than of enlarging them; 
and hence the clause whose tenor might lead some banks 
to think that they were subject to none but their own 
special legislation, based on the charter and by-laws, must 
not be imderstood in this exclusive sense, but in the sense 
just pointed out — that is to say, admitting the application 
of the general law in everything which does not impugn 
their special legislation. 

One of the aims of the decree of Jime 3, as already 
noted, was to enable the Executive to introduce imiform- 
ity into the heterogeneous legislation created by earlier 
charters, so far as such reform might be compatible on 
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the one hand with the conditions of the business of exist- 
ing banks and on the other with the respect due to rights 
which their charters conferred. 

This need was urgent in order to enable the Govern- 
ment to enter on its task of reducing the charters, so far 
as possible, to general types, inasmuch as the diversity 
and dissimilarity of these charters made it impossible to 
follow in the matter of banks a uniform and well-defined 
policy, which would allow all the establishments^ to take 
advantage, in the best possible manner and for the com- 
mon benefit, of the admirable instrument of progress 
which instruments of credit afford. 

Seven banks were operating in the States when the 
decree of June 3, 1896, was promulgated, and no two of 
them had identical charters, but all differed in various 
points, more or less essential. Thus, for example, one 
charter terminated in 1904, the others at later dates up 
to 1939. The issue was regulated in the case of some banks 
by the amount of capital; in the case of others by three 
times the capital. To guarantee the circulation, sureties 
were required of some banks, deposits of others, and of 
yet others neither smeties nor deposits, but a different 
kind of guaranty. The reserve fmids differed greatly in 
amount with the different establishments. The right to 
establish branch banks was unlimited for some banks, 
while for others it was subject to various restrictions. The 
value of the notes which they were allowed to issue was 
in some cases 25 centavos as a minimum, while in others 
I peso was the smallest value authorized. There was one 
bank which was authorized to make loans subject to 
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extension up to twelve months, while the operations of 
the others were not to exceed six months. Similar differ- 
ences existed in the guaranties for loans and discoimts, as 
well as in privileges and exemptions from taxation, and 
in other fundamental requirements of the charter. 

With a view to putting an end to this capricious diver- 
sity in legislation, the second transitional article of the 
law fixed a term within which the banks estabUshed in the 
States were to submit to the provisions of this law, offer- 
ing to them in exchange the character of first bank in each 
of the respective States, with the full rights and privileges 
granted to first banks. 

This inducement proved insufficient to secure the desired 
object. Most of the institutions of credit that were in 
operation in the coimtry when the law of March 19 last 
was enacted agreed to subject their charters to the law; 
but since, according to article 12 of that law, the said 
charters bear only the character of a mere authorization, 
and the banks are obUged to accept the modifications 
which the law may imdergo hereafter, they decided not 
to exchange the rights and obligations of their original 
contracts, which could not be altered (during the life of 
the charter) except by the consent of both parties, for 
other rights and obligations, which, though in their aggre- 
gate more to their interest, yet presented the grave draw- 
back of not being immutable to the same degree as the 
former. 

No definitive result could be obtained in the course 
of the four months allowed for the existing banks to de- 
clare their imqualified adhesion to the new law, surrendering 
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their earlier charters; but since, according to para- 
graph III of article 2 of the law of June 3, 1896, the 
Executive was authorized to conclude agreements with 
the banks of the States during the six months following 
the enactment of the general law on institutions of credit, 
without further stipulation than that the banks should 
surrender the rights granted to them by their respective 
charters, it seemed advisable to take advantage of the 
good will shown by most of the banks to conform to the 
new law, leaving them free not to accept such modifica- 
tions as the law might undergo hereafter, unless they 
deemed it conducive to their interest. 

This condition, by which the establishments antedating 
the general banking law are safeguarded against any 
change of legislation that might curtail the rights ex- 
pressly conferred by the present law, is in the main the 
same that they enjoy in virtue of their original charters; 
and it may even be said that the very vague terms in 
which one of the clauses contained in all the charters was 
couched, and which led the said banks to think that they 
were entitled to claim the benefit of any law, regulation, 
or part thereof, which they thought advantageous to their 
establishments, and to claim exemption from any law that 
did not suit them, it may be said, I repeat, that this 
vagueness left the banks in a better condition than they 
now enjoy in virtue of the new arrangements with the 
department under my charge. 

In fact, the ftmdamental basis of these arrangements 
was the surrender on the part of the banks of all the 
rights conferred on them by their earUer charters, and 
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the acceptance of the general law of institutions of credit, 
with the limitation just mentioned. According to this 
limitation, any future legal enactments in the matter of 
banks will affect these establishments only in those mat- 
ters which are not opposed to the provisions of the law 
of March 19 and to the express stipulations of the said 
agreements; but it was also agreed that, if the provisions 
of a general character, or the stipulations contained in sub- 
sequent charters, should grant greater privileges to the 
banks, the establishments in question could claim the 
benefit of them, provided they made express application 
for the purpose to the Department of Finance; and that, 
if said privileges were associated with certain obligations 
or legal requirements, the benefit of the privileges should 
accrue to the banks only in case they accepted at the 
same time these obligations or legal requirements. This 
arrangement cut the root of the claim of the old banks to 
accept only such parts of future laws as were favorable to 
them, and to insist on exemption from the rest. 

The term for coming to an agreement with the local 
banks was about to expire, when the agreements referred 
to were signed, being subscribed by the representatives of 
the Banco Minero of Chihuahua, the Banco Mercantil 
of Yucatan, the Banco Yucateco, the Banco Comercial of 
Chihuahua^ and the Banco of Durango — that is to say, 
five out of the seven banks which were in operation at the 
time the general law of institutions of credit was enacted. 

In these agreements, besides the clauses relating to the 
point just mentioned and those relating to the capital, the 
main office of the bank and the branch banks that may be 
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established, there were mcluded the identical provisions 
contained in these charters granted by the Government 
for the establishment of new banks — ^provisions which were 
in a manner complementary to the law, and which, after 
its enactment, it was deemed advisable to imjpose on the 
banks for the clearer tmderstanding of the law and for 
the better safeguarding of the public interest. 

The term for which authority had been granted to the 
Executive had just expired when the Banco de Zacatecas 
sent in its adhesion to the bases accepted by the other 
banks, and thus the agreement with this bank had to be 
submitted to the sanction of the chambers. At the same 
time the Banco de Nuevo Leon petitioned anew, before 
the Department of Finance, to be allowed to participate 
in some of the prerogatives of the general law in return 
for its abandonment of part of the rights secured to it by 
its charter. The conferences held for this purpose resulted 
m a special agreement which had to be submitted for 
approval to the chambers, and which, in the opinion of 
the Executive, conforms, so far as circumstances will 
allow, with the policy of unification pursued by the Gov- 
ernment in banking matters. 

The terms in which this agreement was drawn iip are 
identical with those of the agreements with the five banks 
above mentioned, differing from them only in one point, 
which deserves explanation. 

Like some others of the earlier banks, the Banco de 
Nuevo Leon was authorized by its charter to issue notes 
up to three times its cash on hand in coin or in silver and 
gold bars; but, unlike all the other credit establishments. 
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this bank had been the only one whose circulation had 
approached the maximum fixed, and which for a long time 
maintained it at more than double its metallic reserve. 
Thus it had a powerful motive for declining to part with 
a right from which it had for a good while derived con- 
siderable advantage, and which it was in a position to 
continue to enjoy with the same degree of security and 

benefit. 

If the requirement that the bank should subject itself 
to the provisions of article i6 of the law, establishing the 
double proportion as the maximum, had been put for- 
ward by the Government as a sine qua non, it could not 
have induced the bank to surrender, like the others, all 
the rights of its original charter, and accordingly the 
Executive deemed it wise not to insist on this point so 
long as the adhesion of the bank to the provisions of the 
general law was secured, on the same terms on which they 
had been accepted by the other establishments. 

As a compromise, in order that the metalUc reserve 
guaranteeing the circulation should not descend below 
the limit of one-third of the notes in the hands of the pub- 
lic, it was agreed that said circulation should be computed 
by adding to the value of the outstanding notes the amotmt 
of deposits payable on sight or on notice not to exceed 
three days, and that the sum of the two amounts should 
not exceed three times the cash reserve, in coin or in gold 
or silver bars. This was a virtual curtailment of the privi- 
lege which the Banco de Nuevo Leon enjoyed, in virtue 
of its old charter, to issue notes up to three times its 
metallic reserve. 
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But in order to arrive at this solution, some supple- 
mental guaranty for the notes had to be found, in order 
to avoid an absolute departtu"e from the rule laid down 
by the government itself in this matter, in fixing the 
limit of security which in its opinion should be accepted 
in the new system. Accordingly it seemed natural to 
retain the deposit of government bonds stipulated in the 
old charter of that bank, since, although that practice 
involves the inconvenience pointed out elsewhere, it must 
still be regarded as adequate for the purpose, under the 
circumstances, seeing that there was question of modify- 
ing an earlier charter and not of granting a new one. 

Furthermore, when the Banco de Nuevo Leon obtained 
its charter, the 3 per cent bonds of the consolidated debt 
were quoted at 33 per cent, more or less, of their value, 
at which price they were computed in making the deposit 
of said bonds, in accordance with the respective clause; 
whereas, according to the new arrangement, in making 
the deposit, the '3 per cent bonds are to be computed at 
40 per cent, and the 5 per cent bonds of the redeemable 
debt at 65 per cent, although the market price of the two 
sets of bonds has for some time maintained itself above 
54 per cent and 78 per cent, respectively. 

Lastly, according to the agreement made with the 
Department of Finance, the Banco de Nuevo Leon acquires 
the character of first bank only in order to enjoy the 
exemptions and reductions of taxes, but not to prevent any 
other bank which may be established in the same State 
from enjoying the same privileges and exemptions. 
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In a word, the Banco de Nuevo Leon, under date of 
September i8 last, accepted the bases of the agreement 
contracted with the other banks, and on the same terms 
as they, with only this difference, that it retains its right 
to issue notes up to three times its cash reserve, that right 
being limited by the stipulation of computing the deposits 
payable at sight or on short term together with the notes 
it has in circulation; and in exchange, it will continue to 
guarantee its circulation with Government bonds, to the 
amount of one-third of its capital on hand, computing said 
bonds at a value considerably lower than the market 
value; and furthermore the bank will remain subject to 
the possibility of the competition of some other establish- 
ment of the same kind that may be founded in that State, 
which would enjoy all the rights and privileges granted by 
the general law on the subject. 

The work undertaken by the Executive since the neces- 
sary authorization was requested and obtained from Con- 
gress may be summarized as follows: The general law of 
institutions of credit, the principal object of said authori- 
zations, was carefully considered and enacted; an agree- 
ment was arrived at with the National Bank of Mexico, 
which furnishes solid ground for the existence of the 
earlier local banks, and inspires the hope of rich fruit to be 
garnered from the new banking legislation ; facilities have 
been obtained for the development of the other establish- 
ment of credit at the capital, the only one, aside from the 
National Bank of Mexico, that can issue notes in the Fed- 
eral District; six banks out of the seven that existed 
before the promulgation of said law were induced to adhere 
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to the new law by an identical type of agreement; the 
seventh bank also was induced to give its adhesion, in 
terms not diflFering greatly from those of the others; and 
lastly, six new charters have been granted in a short time, 
in entire conformity to the new law, for the establishment 
of banks of issue in the States of Mexico, San Luis Potosi, 
Coahuila, Sonora, Sinaloa, and Veracruz. 

The Executive does not flatter himself with the belief 
that he has accomplished a work approaching perfection, 
and which will not before long require more or less impor- 
tant alterations. He simply tried to attain, and he hopes 
to have attained, a solution which at one and the same 
time respects rights previously created by heterogeneous 
charters, and estabUshes a Uberal and uniform system, 
adapted to the ideas and the present needs of the country. 
He is also persuaded that the new legislation, the fruit of 
mature study, careful observation, and the most earnest 
desire to diffuse the sane and prudent use of credit among 
our people, will lend itself to a profitable trial, which offers 
not a shadow of danger, and which will, probably, in the 
course of some years lead to the estabUshment of a more 
stable system, lending still greater stimulus to the develop- 
ment of the national wealth and corresponding still more 
closely to its needs. It would give me pleasure to learn 
that this is also the opinion of the distinguished mem- 
bers of the liegislative chambers, to whom this report is 
addressed. 

I beg you to accept once more the assurance of my most 
distinguished consideration. 
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Appendix B. 

THE BANKING LAWS OF MEXICO. 

The Preuminary Law of 1896. 

The Congress of the United States of Mexico decrees: 
Artici^E I. The Executive of the Union is hereby au- 
thorized to prepare the general laws which are to govern 
the concessions, establishment, and operations of banks 
of issue in the States of the RepubUc and federal terri- 
tories, in accordance with the following conditions: 

I. No concession shall be granted unless the bene- 
ficiaries thereof shall make a deposit in bonds of the 
national public debt, whose nominal par value shall be 
equal at least to 20 per cent of the sum which the banks 
are required to have in cash before commencing operations. 

II. The minimum subscribed capital shall be $500,000, 
of which at least half must be paid up in cash before the 
bank commences operations. 

III. The cash balance in each bank must never fall 
below half of the value of its notes in circulation, added 
to the amount of deposits payable on demand or on not 
more than three days' notice. 

IV. No bank shall be authorized to issue notes for a 
greater amount than three times its paid-up capital. 

V. The notes shall have a voluntary circulation, and 
their minimum value shall be five pesos. 

VI. Only the first bank that may be established in any 
State of the Republic or in any of the federal territories, 
shall be granted exemption from or rebate on the pay- 
ment of taxes. 
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The other banks shall pay all the taxes as provided by 
the general laws, and they shall also pay a special tax 
to the federation of 2 per cent per annum on the amount 
of their paid-up capital. 

For the purposes of this section, those banks which are 
already established shall be considered as the first banks, 
always provided that they subject themselves to the 
provisions of the general laws. 

VII. The banks which may be estabUshed in any 
State will not be allowed to open branches outside of 
the territory of that State for the purpose of redeeming 
their notes without special permission from the Execu- 
tive, which permission will only be granted when there 
is a strong connection in commercial interest between 
different States, and will not be granted in any case for 
the opening of such branches in the City of Mexico or in 
the Federal District. 

VIII. The Federal Executive shall appoint an inspect- 
or, whose functions shall be defined, and who will have 
the same authority in regard to the revision of annual 
balance sheets that the laws grant to the auditors of 
joint-stock companies. 

IX. The banks shall publish monthly a cash statement, 
which, besides showing the balances of accounts as 
required by law, shall also set forth the amount of coin 
on hand, the amount of notes in circulation, and also the 
amount of the deposits payable on demand, or on previous 
notice of not more than three days. 

X. The Executive of the Union shall not grant any con- 
cession whatever tmtil after the issue of the General Bank- 
ing Law and in accordance with its provisions. 
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Art. 2. The Executive is likewise authorized: 

I. To make arrangements with the National Bank of 
Mexico, by virtue of which and on payment of the com- 
pensation that may be considered equitable, all conflict 
shall be terminated between the privileges of that bank 
and the provisions of the general law referred to in the pre- 
ceding article. 

II. To come to an agreement with the banks that al- 
ready exist imder special concessions, on the understand- 
ing that in order to enjoy the benefits of the general law, 
the banks of the States shall be obliged to waive the con- 
cessions under which they have been created. 

III. The powers granted to the Executive tmder the 
present article shall expire, as regards the making of agree- 
ments with the banks of the States, six months after the 
publication of the general law, and as regards the others, 
on the 15th of September next. ♦ 

Art. 3. The provisions to be made for the regulation 
of institutions of credit may be treated in the same law or 
in another special law which the Executive shall issue, as 
he may consider most desirable. 

Art. 4. Within the period of the session immediately 

» 

following the publication of the decree or decrees relating 
to the subject, the Executive shall report to Congress on 
the use that he may have made of the powers granted to 
him imder the present law. 

Given in the Palace of the Executive, in Mexico, on the 
third day of June, one thousand eight himdred and ninety- 
six. 

Porfirio Diaz. 

To Lie. Josi^ Yves Limantour, 

Secretary of State and of the Department of the Treasury 

and Public Credit. 
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The General Law on Institutions of Credit. 

[Law of March 19, 1897, as amended to June 19, 1908.] 

Chapter I. — Of institutions of credit and their organization. 

Article i. For the purposes of this law the following 
only shall be considered as institutions of credit: 

I. Banks of issue. 

II. Mortgage baftks. 

III. Banks of promotion. 

Other institutions doing a banking business shall con- 
tinue to be governed by general laws or by concessions 
granted by the Executive, until such time as special laws 
are issued for their government. 

Art. 2 . Institutions of credit have in common the char- 
acter of intermediaries in the negotiation of credit, and are 
distinguished from one another by the character of the 
particular securities which they place in circulation. 

Art. 3. Banks of issue are those which issue notes of 
fixed denominations, payable at par, on demand and to 
bearer. 

Art. 4. Mortgage banks are those which make loans 
secuxed by urban or rural estates and issue bonds which 
are secured by the same guaranty, which bear interest, 
and are redeemable under fixed circumstances and at fixed 
times. 

Art. 5. Banks of promotion are those which are spe- 
cially designed to encourage mining, agricultural, and in- 
dustrial enterprise, which make preferred loans, unsecured 
by mortgage, which guarantee given undertakings, and 
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which issue short time bonds or certificates running for a 
fixed time and payable on given dates. 

Art. 6. Institutions of credit can only be established in 
the Republic under a concession granted by the Executive, 
subject to the requirements and conditions of the present 
law. 

Art. 7. The estabUshment of two separate institutions 
of credit shall not be authorized by one and the same con- 
cession, nor shall any institution be empowered to issue 
securities other than those which, according to the forego- 
ing articles, appertain to each of the several classes of 
banks. 

Art. 8. On no account shall a concession be granted for 
the establishment of an institution of credit until the appli- 
cants have deposited, in the national treasury or in the 
National Bank of Mexico, government bonds of a nominal 
value equivalent at leasi to 20 per cent of the sum which 
the bank must have on hand in order to be incort)orated. 

This deposit shall be returned as soon as the bank is 
opened fox* business. 

Art. 9. Concessions for the establishment of institutions 
of credit may be granted to private individuals or to lim- 
ited liability companies; but the operation of such institu- 
tions shall be carried on only by limited liabiHty companies 
duly organized according to the laws of the Republic. 

Art. 10. Concessions to private individuals shall not be 
granted to less than three persons, who must, within four 
months, show that they have organized a limited liability 
company to operate the concession and that they have 
transferred the concession to said company. 
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Art. 1 1 . Limited liability companies, organized to oper- 
ate banking concessions, shall be subject to the general 
provisions of the Code of Commerce, except as provided in 
the following paragraphs: 

I. The number of members shall be at least seven. 

II. The capital stock shall in no case be less than 
$1,000,000.*' 

III. The express authorization of the Department of 
Finance shall be necessary for the increase or diminution of 
the capital of a bank. 

iV. No banking corporation can be organized until the 
capital is fully subscribed and at least 50 per cent has been 
paid up in cash. 

V. The legal domicile of a banking corporation in the 
Republic shall be at the place where it has established its 
head office. 

VI. Shares shall be registered in the name of their 
holder tmtil their value is fully paid up. 

VII. Ten per cent of the net profit shall annually be set 
aside to form a reserve until said reserve amounts to one- 
third or more of the capital stock. 

. Art. 12. The duration of concessions shall in no case 
exceed thirty years, counted from the date of this law, 
for banks of issue, and fifty years for mortgage banks and 
banks of promotion. The concessions shall have no 
other character than a mere authorization to estabhsh 
and operate an institution of credit in accordance with 
the laws which may be in force on the subject. 

« This limit was fixed by the law of 1908. The requirement of the law 
of 1897 was a minimum capital of $500,000 for banks of issue and mort- 
gage banks and $200,000 for banks of promotion. 
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Art. 13. Foreign institutions of credit issuing notes to 
bearer shall not be allowed to open in the Republic agen- 
cies or branches for the issue or redemption of such notes. 

Art. 14.* The articles of association and the statutes 
of any company organized for the operation of an insti- 
tution of credit shall be submitted for approval to the 
Department of Finance before the bank opens for busi- 
ness, in order that said articles and statutes may con- 
form to the provisions of the Code of Commerce, to the 
special provisions of this law, and to the general adminis- 
trative enactments in force in regard to banking. 

The obligation imposed by this article extends to all 
subsequent modifications of the constitution and by- 
laws. 

Chapter II. — Of banks of issue. 

Art. 15. Banks of issue may be established and do 
business in the States and Federal Territories of the Re- 
public under no other requirements than those contained 
in the present law. The foundation of banks of issue in 
the Federal District shall continue subject to existing 
contracts and regtdations. 

Art. 16.^ The issue of notes shall not exceed three 
times the paid-up capital, nor shall it, together with 

oThe second parag^ph was first enacted by the law of June 19, 1908. 

&The provisions of articles 16 and 17 were modified by the law of May 
13, 1905, which provided that the fact of drawing interest should not 
acquit an account of the character of a deposit for the purposes of the law, 
but that current accounts growing out of loan operations should continue 
to be excluded from classification as deposits. It was also provided by the 
law of 1905 that silver bars should no longer be counted as a part of the 
metallic reserve and that gold bars could be counted only when the free 
coinage of gold should be resumed. — Instituciones de Cridito: Leyes y Circu- 
lares ReUUivaSf p. 1 1 . 
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deposits payable on demand or subject to withdrawal at 
not more than three days' notice, exceed twice the hold- 
ings of the bank in cash and gold and silver bullion. 

Art. 17. Deposits in current account and at reciprocal 
or differential interest, even though subject to check, 
shall not be regarded, for the purposes of the foregoing 
article, as payable on demand or subject to withdrawal 
at three days* notice. 

Art. 18. Whenever the note circulation exceeds either 
of the limits fixed by article 16, the bank shall commimi- 
cate the fact in writing immediately to the government 
inspector and shall abstain from making new loans imtil 
the circulation has been reduced within the limits fixed 
by the law. 

If such reduction has not been effected within fifteen 
days, the Department of Finance shall allow the bank a 
reasonable period, which shall in no event exceed one 
month, to adjiist its circulation to legal limits, on pain 
of the forfeiture of its concession and enforced liquidation. 

Art. 19. The circulation of bank notes shall be entirely 
volimtary on the part of the public, and on no account 
shall they be considered as legal tender. 

Art. 20. Only notes of the following denominations 
shall be put in circulation, viz, $5, $10, $20, $50, $100, 
$500, and $1,000. 

Art. 21. Bank notes must contain, in Spanish, a 
promise on the part of the bank to pay to bearer in cash 
at par and on demand the amoimt of the note. They 
must also state the date of their issue, together with the 
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series and number to which the note belongs, and must 
bear the signatures of the government inspector, of one 
of the directors of the bank, and of its manager or cashier. 

Art. 22. Bank notes bear no interest and do not lapse 
as long as the issuing institution exists. They shall only- 
lapse, and that after five years, when the bank is declared 
bankrupt or goes into liquidation. 

Art. 23.^ Banks of issue are obUged in the manner 
stated in article 2 1 to redeem their notes put in circulation. 
Notes must be redeemed either at the head office of the 
bank or at its branches immediately on their being pre- 
sented ; but the branches shall be required to redeem only 
the notes which they may have put in circulation. 

Banks of issue shall periodically exchange the notes of 
other banks in their possession and shall, in the absence 
of express agreement between the parties, pay the balances 
in cash. The Government shall prescribe by means of a 
regulation the basis of the exchange and settlement, 
prescribing at the same time the corresponding safeguards. 

Art. 24. The failure of a bank to redeem a note which 
it has issued gives to the bearer the right of stmimary 
action against the issuing institution, after stmimons to 
pay has been formulated by a notary, and places the bank 
in a state of bankruptcy, unless payment has been refused 
on account of the note being counterfeit, in which case 
the bank must notify the government inspector and refer 
the matter to the proper authority. 

« The second paragraph was first enacted in the law of June 19, 1908. 
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Art. 25. Bank notes represent debts of the issuing bank 
and enjoy preference over all other debts with the follow- 
ing exceptions: 

I. Claims to the ownership of property pledged to the 
bank, under the terms of the Civil Code and the Code of 
Commerce. 

II. Mortgage debts, when such mortgage has been 
registered previous to the transaction whereby the 
bank acquires the mortgaged property. 

III. Debts referred to in article 106 .of the present law. 
Art. 26. No note shall be put in circulation without 

the proper stamp, which shall be engraved on the note by 
the stamp-printing department. Permission to engrave 
the stamp on the proposed issue must be obtained from 
the Finance Department and shall only be granted when 
it has been proved to the satisfaction of the department 
that the amoimt involved does not exceed the limits of 
issue fixed by the first part of article 116. 

Art. 27. Banks are obUged to redeem worn notes 
presented for collection, even though they be divided, 
provided the number, series, value, and signatures con- 
tinue distinguishable. 

Art. 28. The worn notes which a bank may desire to 
withdraw from circulation shall be destroyed by fire 
imder requirements to be estabUshed by regulation. 

Art. 29.* It is prohibited to banks of issue: 

I. To make loans or to discotmt notes or other paper 
ruiming for more than six months. 

o From Clause IV, all these requirements were first enacted in the law 
of 1908, except that those which now appear as Clauses V and VI appeared 
in the law of 1897 as Clauses V and IV. 
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II. To discount notes or other commercial paper with- 
out at least two signatures of well-known solvency, unless 
collateral security is given. 

III. To make loans secured by mortgage except in the 
cases set forth in the following article. 

IV. To make loans without sufficient collateral to per- 
sons or associations not domiciled nor having business of 
importance in the States or Territories wherein the home 
office, branches, or agencies expressly authorized by the 
Treasury Department may be located. From this pro- 
vision are excepted operations between banks. 

V. To mortgage their real property or borrow on their 
credits. 

VI. To pledge or pawn their bank notes or to contract 
obUgations respecting them. 

VII.^ To accept uncovered bills of exchange or drafts, 
or to open credits not revocable at discretion by the bank. 

VIII. To hold corporation stocks or bonds exceeding lo 
per cent of the amoimt of paid-up capital and reserve at 
the time. Sectirities representing the federal debt and 
others where the capital or revenues are guaranteed by the 
Government are not mcluded in this limitation. 

IX. To operate on their own accoimt mines, metallur- 
gical offices, mercantile establishments, industrial or 
agricultural enterprises, or to take part, either by general 
or silent partnership, in associations, except under cir- 
cumstances analogous to those set forth in article loo, in 

a It became necessary to issue a circular regarding this clause, setting 
forth that the right to revoke credit, therein referred to, meant only that 
portion of a credit granted to a client which was still unused and did not 
impair the contracts usual in banking practice. — Circular of August 20 ^ 
190S, Department of Credit and Commerce, No. 12. 
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which case the provisions of article loi shall be compUed 
with. 

X. To engage in insurance operations. 

XI. To accept responsibilities, whether direct, indirect, 
or associate, from any single person or association, which 
in the aggregate exceed lo per cent of the paid-up capital 
of the establishment. Rediscounts between banks are 
excepted. 

Art. 30.* Banks of issue may accept mortgage security 
only in the following cases: 

I. When the credit has become impaired of any of the 
signers of an obligation held by the bank. 

II. When express authority has been given by the 
Department of Finance. This authority shall be granted 
only on condition that the total amount of mortgages in 
favor of the bank shall not exceed one-fourth of the paid- 
up capital and provided that the debts so secured mature 
within a period of not more than two years. 

Banks shall in no case make new extensions in favor of 
debtors when the time has expired of the hypothecary 
credits arising under the two previous sections, and they 
shall have the power, at the expiration of one year from 
the date of maturity of the loan, to exercise their rights 
to proceed to the foreclosure of the security. 

Art. 31.^ Upon the maturity of a loan made on col- 
lateral consisting of bonds of the national public debt or 
of the States or mimicipaUties, of stock or obligations of 

o Clause I of this article differed slightly in language in the law of 1897 
and the second paragraph of Clause II first appeared in the law of 1908. 
h The second paragraph first appears in the law of 1908. 
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commercial or general associations ol: of personal property, 
the bank may sell such collateral through two brokers, or, 
lacking these, through two merchants in trade, the sale 
being at the current price for the day. The bank shall 
have the right to acquire such collateral at this price, the 
brokers or merchants intervening in the operation certi- 
fying the price upon their responsibiUty. 

In order that banks shall have the preferential right 
that hypothecation gives to the creditor in respect to 
other creditors, it shall be sufficient that the securities 
representing the collateral be set out in the same document 
which constitutes the evidence of the debt. 

Art. 32. If the collateral sectirity consists of invoices 
of goods for collection, the bank shall collect such invoices 
on its own account, and if it consist of invoices of goods 
receivable, it shall receive the goods and sell them at public 
auction. 

Art. 33. When the price of goods given as collateral 
declines in such manner as not to cover the amount of the 
debt and 10 per cent in addition, the debtor must rein- 
force his collateral within three days after demand in 
writmg, when the bank accompanies its demand with a 
certificate of two licensed brokers testifying to the depre- 
ciation of the collateral. If the collateral is not reinforced, 
the bank may proceed to sell the same at auction or other- 
wise, in the same manner as if the term of the loan had 
matured. 

Art. 34. If the collateral consists of shares of stock 
standing in the name of the holder, they shall be trans- 
ferred to the bank at the time of the contract which is the 
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object of the guaranty, but the holder shall be protected 
by a certificate stating the specific object of the transfer. 

Art. 35. When the proceeds of sectirities or goods of- 
fered as collateral are not sufficient to cover fully the debt 
to the bank, and interest thereon, the bank may sue the 
debtor for the difference, but when, on the contrary, the 
proceeds are more than sufficient, the bank must pay the 
difference to the borrower, after deduction of the expenses 
of the sale or auction. 

Art. 36. When banks of issue are tmder the necessity 
of foreclosing on mortgages executed in their favor, in 
the cases permitted by this law, they shall enjoy all the 
rights and privileges conveyed by article 78 and those 
following. 

Art. 37. No private individual or corporation not au- 
thorized by the terms of this law shall issue notes or any 
other document containing a promise to pay cash to bearer 
on demand. Documents issued in violation of this clause 
carry with them no civil rights and are not enforceable in 
the tribtmals. 

Art. 38. Banks estabUshed in the States and federal 
Territories shall not open branches or agencies for the re- 
demption of their notes outside of the State or Territory 
where they are authorized to operate, save with the special 
permission of the Executive, which shall only be granted 
when there is close commimity of commercial interests 
among the States covered by the permission. On no ac- 
count shall permission be granted for the establishment 
of such agencies or branches in the federal district. 
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Art. 38 ^ (bis). Banks of issue may at any time be con- 
verted into banks of promotion by renouncing the special 
rights conferred on them by the law, provided they are so 
authorized to do by the Department of Finance, which 
shall take care that the charter shall be modified in the 
terms required by the new character of the bank and shall 
make proper regulations for the retirement or guaranty 
of the notes in circulation. 

Chapter III. — Of mortgage banks. 

Art. 39. The loans on mortgage authorized to be made 
by the banks dealt with in this chapter are of the follow- 
ing two kinds: 

I. I/Oans at simple interest payable on fixed dates, with 
principal reimbursable within short periods. 

II. Loans reimbursable in long periods by means of 
annual installments comprising interest, part of the prin- 
cipal, and the commission of the bank. 

Art. 40. Short-time mortgage loans are those which are 
payable in one or more installments, but in all cases in 
less than ten years. 

Art. 41. In the case of loans payable in annual install- 
ments the number of such installments shall not be less 
than ten nor more than forty, whether the payments be 
quarterly, semiannual, or annual. 

Art. 42. Mortgage banks shall prepare for the informa- 
tion of the public a series of tables showing the payments 
to be made on the several classes of loans, and copy of 
said tables shall be attached to the mortgage deeds. 

o This article first appeared in the law of 1908. 
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Art. 43. Mortgages executed in favor of these banks 
must always have a first lien, either on account of the 
property being previously unincumbered or because exist- 
ing mortgages are subordinated to the claims of the 
bank, either by transfer with the express consent of the 
earlier creditors or by any other of the methods provided 
•by law. 

Art. 44. A mortgage loan shall never exceed one-half 
the value of the property mortgaged, nor shall an annual 
installment payable under the terms of the loan, accord- 
ing to clause II of article 39, be larger than the pro- 
ceeds of the capital represented by the property, esti- 
mated at stated rates of interest as provided by the 
statutes. 

Art. 45. For the purposes of the foregoing article the 
value of the property which it is desired to mortgage 
shall be appraised by experts appointed by the bank, 
unless there be a fiscal valuation and the Department of 
Finance authorizes the bank to operate on said valuation. 

Art. 46. Mortgages can only be taken on estates situ- 
ated in the district. State, or territory where the bank 
has its head office or branches and on estates entered at 
the property registration office in the name of the 
mortgagor. 

Art. 47. Mortgages shall not be taken on estates held 
"pro indiviso" or on estates of which the reversion and 
the usufruct belong to different persons, unless all the 
coproprietors and the usufructuary, when there is one, give 
their express consent to the mortgage. A similar require- 
ment shall be made when the estate is divided up among 
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several owners, and when there is an agreement for the 
rettirp of the estate to a vendor under stated circumstances. 

Art. 48. Banks shall not accept mortgages on mines, 
forests, fixtures, or churches, or on buildings specially in- 
tended for federal, state, or municipal purposes. 

Art. 49. The limit fixed for loans by article 44 shall be 
reduced to 30 per cent of the value of the property when 
buildings constitute more than half of such value, unless 
the owner binds himself to insure the buildings for the 
time that the loan is to run for a sum exceeding the 
amount of the mortgager. In the latter case the bank, in 
default of the policy holder, may pay the premiums and 
renew the insurance for as long as may be necessary, 
charging the sums so paid to the mortgagor. 

The bank shall always hold a prior claim to that of any 
other creditor on the amount of the security. 

Art. 50. The aggregate amount of loans on mortgage 
shall never at any one time exceed twenty times the paid- 
up capital of the bank, nor shall the loans to a single person 
or corporation exceed the fifth part of said capital. 

Art. 51. Loans on mortgage may be repaid before the 
stipulated time, provided that such payment be made in 
the manner and form agreed upon and the terms of the 
deed as to notification and settlement of interest be com- 
plied with. Partial payment shall be subject to the rules 
and limitations contained in the statutes of each bank. 

Art. 52. When a mortgaged estate depreciates in value 
in such manner that half, or in the special case above men- 
tioned 30 per cent, of its value is insufficient to cover the 
amount of the loan, the bank, acting on the report of two 
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appraisers, one of whom is to be appointed by the bank and 
the other by the government inspector, may require the 
debtor to give additional security or demand the imme- 
diate payment of outstandmg principal and interest. 
After a notification has been served on the debtor the latter 
has three months from the date of the notification within 
which he must elect to either give supplementary security 
or repay the loan. 

Art. 53. Payments due to mortgage banks for principal 
or interest are on no accoimt to be subject to attachment, 
even though application be made in due form of law to the 
competent judicial authorities. 

Art. 54. Default in the payment of principal or interest 
on the dates and in the manner agreed upon confers on the 
bank the right to foreclose at once and to enforce payment 
of the outstanding principal and interest in conformity 
with articles 78 and the following. 

Art. 55. The nominal value of the mortgage bonds 
which the banks are authorized to issue shall never exceed 
the amount of the loans on mortgage made by said banks. 

Art. 56. Said bonds shall bear interest, whose rate and 
times of payment and other conditions shall be determined 
by the banks themselves either in their statutes or by 
the resolutions of their directors. 

Art. 57. The denominations of the bonds shall be $100, 
$500, and $1 ,000, and they shall be transferable by simple 
transfer or by indorsement, according as they are to 
bearer or in the name of the holder. 

Art. 58. Mortgage bonds may be issued with or without 
a fixed date for their redemption. 
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Those issued without a fixed date for redemption shall be 
paid off by means of drawings. 

Art. 59. The express authorization of the Department 
of Fmance is necessary for the issue of bonds carrying a 
right not only to the repayment of principal and interest, 
but to money or other premiums. 

Art. 60. The terms of the issue, the particulars for 

« 

identification, and the conditions as to interest and re- 
demption shall be stated in Spanish on each bond. The 
bonds shall be signed by the government inspector, by one 
of the board of directors and the manager or cashier, and 
on their back shall be printed the text of the articles deter- 
mining the rights and obUgations attached to the bonds. 

Art. 61. The drawings shall take place at least twice 
a year, and at each one of those drawings enough bonds 
must be redeemed to keep the nominal value of those 
outstanding at a figure not exceeding the net amount of 
mortgage loans made by the bank. 

Art. 62. The place, date, and hotu* on which the draw- 
ings are to take place shall be advertised a week in ad- 
vance in the official journal, or, if there be none, in one 
of the newspapers of largest circulation in the place. 

Art. 63. The drawing shall be public and shall be 
presided over by the government inspector. A notary 
public shall be present and shall draw up and certify a 
statement as to the drawing. 

Within a week after the drawing the niunbers of the 
bonds drawn for redemption shall be advertised in the 
papers above mentioned and a date shall be fixed on and 
after which the bonds are to be paid. 
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Art. 64. Bonds drawn for redemption shall cease to 
bear interest from the date appointed for their collection, 
but such date shall not be less than one month after the 
drawing. 

Art. 65. In addition to the ordinary drawings, the 
banks may hold extraordinary drawings whenever they 
think fit or whenever the statutes require, but subject in 
all cases to the rules for ordinary drawings. 

Art. 66. Bonds drawn for redemption shall be can- 
celed immediately after they have been paid off, and at 
stated intervals canceled bonds shall be destroyed in 
presence of the government inspector and with proper 
legal formalities. 

Art. 67. When in payment of loans or in any other 
way the banks come into possession of mortgage bonds 
issued by them, said bonds shall not be considered as 
withdrawn from circulation, for the purposes of article 61, 
until they are redeemed in due form. 

Art. 68. Mortgage bonds are issued as the token of 
mortgages owned by the bank as a result of loans made 
by such bank, and, in consequence, said bonds with their 
interest and premiums, when there are any, shall be 
guaranteed by such mortgages to the fullest extent, 
preferably to any claim of a third party. 

Art. 69. The guaranty mentioned in the foregoing 
article is collective; that is to say, the aggregate of prop- 
erty mortgaged to the bank constitutes security for the 
aggregate of bonds put in circulation by the same institu- 
tion, save as provided by the closing part of article 76. 
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The holders of bonds can enforce their claims only 
against the issuing bank. 

Art. 70. A special cash guarantee fund shall be formed 
in all mortgage banks to seciu'e the interest and redemp- 
tion service of the mortgage bonds. This fund shall 
always be larger than a half-yearly interest service on 
the bonds outstanding. 

Art. 71. Mortgage bonds also enjoy the following 
privileges : 

I. The right of priority to the reserve and guaranty 
fimds of the issuing bank,as also to its capital^ whether paid 
up or imcalled. 

II. The principal, interest, and premiums of bonds, as 
soon as payment is due, give the right of summary action 
against the bank, after summons to pay has been served 
on the bank by a notary. 

III. The payment of principal and interest can not be 
withheld even by judicial order, except when the securi- 
ties have been lost or stolen, and then only in accordance 
with law. 

IV. In all cases in which by law or contract the fimds 
of corporations or of persons legally disqualified are to be 
employed in the purchase of estates or in loans on mortr 
gage, said ftmds may also be invested in the purchase of 
mortgage bonds. 

Art. 72. Notwithstanding their character, mortgage 
bonds are to be considered as personal property in all that 
relates to their transfer, and when they are issued in the 
name of given individuals they shall be assimilated to 
commercial paper subject to indorsement. 
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Art. 73. In addition to loans on mortgage and the 
issue of mortgage bonds, mortgage banks are empowered 
to carry on any of the foUowing operations: 

I.® To invest their fimds in the purchase of their own 
mortgage bonds or of other classes of securities of the first 
class, those being considered such which are described in 
article 102 {bis) of the present law. 

II. To make loans to nm not more than six months on 
collateral constituted by first-class securities. 

III. To receive deposits on current accoimt, whether 
with or withQut interest. 

IV. To draw, purchase, sell, and discoimt letters of 
exchange, drafts, orders, or checks, payable in the Republic 
or abroad, and maturing within not more than six months. 

V. To sell, purchase, or collect on commissions, either 
directly or through brokers, all kinds of securities. 

VI. To loan their own mortgage bonds on suitable 
collateral, so as to enable the borrower to offer them as 
bail or as a pledge. 

VII. To make loans for public works or improvements 
by virtue of contracts entered into with the federal, state, 
or municipal governments. 

Art. 74. In order to have the right of investing money 
or making loans under Clauses I and II of the foregoing 
article, it is indispensable that the securities accepted 
shall be not mining stock; that they be quoted in some 
one of the markets of the country or on the principal 

o In the law of 1897 this clause read: "To invest their funds in the pur- 
chase of their own mortgage bonds or of other classes of securities of the 
first class.** 
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foreign bourses; that they be dividend-paying or inter- 
est-bearing, and that such dividend or interest has been 
paid with regularity for at least two years prior to the 
date of the loan. 

Art. 75.* Mortgage banks may receive deposits only up 
to twice the amount of the stun of their paid-up capital 
and reserve. These banks shall always hold in cash one- 
half at least of their deposits on sight or at three days' 
call. The remaining 50 per cent may consist of sums 
immediately realizable or negotiable and in paper dis- 
coimted for not longer than six months, the latter not to 
exceed 25 per cent of the whole amount of the deposits. 

The guaranty fund mentioned in article 70 of this law 
shall not be considered as part of the cash reserve required 
by this article for the guaranty of deposits. 

Art. 76. The capital and interest of loans made to the 
government of any of the States of the federation or to a 
municipal corporation for the purposes mentioned in 
Clause VII of article 73 must be suitably secured, either 
by the mortgage of property not included in the excep- 
tions mentioned in article 48 or by an assignment of taxes 
or by securities issued on account of the works or improve- 
ments in question. In all cases the contract must be sub- 
mitted for approval to the Department of Finance, which 
shall decide whether the mortgage bonds issued as a loan 

o This article in the law of 1897 read thus: " Mortgage banks may receive 
deposits only when the total amount of deposits already held is less than 
five times the paid-up capital of the institution, and they shall always hold 
in specie or gold or silver bullion or in immediately realizable securities of 
the kinds referred to in clauses I and II of article 73, an amount equivalent 
to two-thirds or more of the aggregate of such deposits." 
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for the improvements in question are to enjoy the same 
privileges as all the other bonds or are only to be guar- 
anteed by the property or securities offered as a pledge for 
the particular loan in question, instead of by the aggregate 
of the property mortgaged to the bank. 

Art. 77. Mortgage banks are forbidden to issue bank 
notes or any other document payable to bearer on demand. 

Art. 78. When the banks are compelled to foreclose 
a mortgage, owing to nonpayment of principal or interest, 
on the terms agreed upon, they are entitled, after summons 
to pay has been served by a notary not less than five days 
in advance, to have recourse to a competent tribunal, and, 
on the mere presentation of the mortgage deed duly 
registered, to be placed in provisional possession of the 
mortgaged property; or they may obtain an order for the 
appointment of a receiver. In the latter case the receiver 
shall be appointed by the bank and shall not be required 
to give bond. 

Art. 79. The order placing the bank in provisional 
possession or appointing a receiver shall be pubUshed in 
the official journal; shall be entered in the books of the 
public registry office ; and shall have the same legal effects 
as is given by the legislation of the federal district to 
mortgage decrees. The powers and duties of the ;receiver 
shall also be subject to the same legislation. 

Art. 80. Within eight days from the date of the order 
placing the bank in provisional possession or appointing 
a receiver, the mortgagor shall be entitled to equity of 
redemption or to the privilege of discharging all the 
obligations of which the previous nonfulfillment gave rise 
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to the action against such mortgagor, but no proof of 
such discharge shall be accepted except the receipt in 
writmg of the bank. After the lapse of the period of 
eight days without such proof having been presented, the 
judge shall give to the bank the necessary authorization 
to proceed to sell the property at auction. 

Art. 8i. The auctions shall always be held in the 
office of the bank, in presence of the government inspector 
and with the assistance of a notary public. Such auctions 
shall be advertised in the Official Gazette and in one of the 
other papers of largest circulation in the place, at such 
interval, in advance of the sale, as may be provided by 
the statutes of the bank, but which shall in no case be 
less than nine days. 

Art. 82. At the sale any bid shall be admissible, which, 
if paid cash down, shall suffice to cover two-thirds of the 
valuation serving as the basis of the auction, provided 
that said bid suffices also to meet the sum owing to the 
bank for principal, interest, and costs. The expert 
valuation of the property, which served as a basis for the 
loan shall also serve as the ba^is for the auction, saving 
an agreement to the contrary. 

Art. 83. If there be no bidders, the bank may take over 
the property at two- thirds of its price; but if a bid is 
made which is rejected on account of its not sufficing to 
meet the claim of theibank and the expenses, but which is 
equivalent to two-thirds the price of the property, then the 
bank may take over the property; and when there are no 
bidders, the bank may hold new auctions, after adver- 
tising them as in the case of the first auction and making 
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in each case a reduction of lo per cent on the valuation 
adopted for the preceding auction. At any of the auctions 
the bank has the right of taking over the property on the 
terms above stated. 

Art. 84. With a view to the execution of the deed of 
sale following on an auction or on the taking over of the 
property by the bank, the papers, accompanied by a 
notarial attestation of the auction, shall be returned to 
the judge who authorized the sale and said judge shall 
deUver the documents to a notary designated by the pur- 
chaser or the bank, in order that such notary may draw 
up the deeds of transfer. At the same time notification 
shiall be served on the mortgagor requiring him to sign 
such deeds within a fixed term which shall in no case exceed 
ten days, and if he fails to sign within the time allowed, 
the judge shall sign for him. 

Art. 85. All judicial expenses, the expenses of the 
receivership, and all other expenses arising from the fore- 
closure, shall be borne by the mortgagor. If, at the time 
of the auction he make no objection to the bill for expenses, 
which shall be posted in a visible place and the amount of 
which shall be stated in the notarial attestation, said bill 
shall be regarded as approved and the mortgagor shall 
forfeit all right to subsequent claim under this head. If 
the mortgagor takes exception to the bill, such exception 
shall be judicially decided and the bank must abide by 
such decision, but the objection shall not be allowed to 
delay the execution of the deed of sale. 

Art. 86. Mortgage banks shall not be boimd to give 

bond in ca^es where a bond is exacted from other Utigants 

as a preUminary to Utigation. 
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Art. 87. No control of third parties or preferential 
rights shall be recognized over property mortgaged to a 
bank, unless, in support of such claims, deeds be forth- 
coming antedating the deeds executed in favor of the 
bank. Nor shall mortgage banks be obliged to associate 
themselves with other creditors for the purpose of enforc- 
ing their claims. Other creditors, whatever be their 
claims, shall only be entitled to require the bank to pay 
to them the surplus proceeds of property sold at auction 
or taken over, after the sum owing to the bank has been 
fully met. 

Chapter IV. — Of banks of promotion. 

Art. 88. Banks of promotion (bancos refaccionarios) 
are authorized to engage in the following operations: 

I.** To make cash loans for a period not exceeding three 
years on agricultural, mining, and industrial transactions, 
for the payment of wages, for the purchase of seeds, raw 
materials, implements, or machinery, or for expenses of 
administration or conservation. The time of these loans 
shall not be extended. 

II. To give their guaranty with a view to facilitating 
the discount or negotiation of notes or other securities 
running for not more than six months. 

III.^ To issue interest-bearing treasury bonds redeem- 
able in periods which shall not be less than three months 
nor more than three years. 

o The language of this paragraph in the law of i§97 was: "To make loans 
in cash for a period not exceeding two years to mining, industrial, and agri- 
cultural undertakings." 

ft The maximum limit fixed by this clause in the law of 1897 was two 
years. 
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Art. 89.** The loan contracts referred to in Clause I of 
the preceding article shall set forth the purpose of the loan 
in the form of a notarial contract, which shall be inscribed 
in the registry of mortgages according to the location of 
the properties involved. The amoimt of such loans shall 
not exceed 1 5 per cent of the value of the properties bene- 
fited, as fixed by appraisers named by the bank. Banks 
of promotion which make the loans provided for in this 
article shall take care that the stuns advanced are em- 
ployed for the objects set forth in the contract, imder 
penalty of losing, with respect to prior mortgage creditors, 
the preferences given by article 91 of this law. 

Art. 90. When the loan is made for mining pmposes the 
following conditions shall also be enforced : 

I. It must be proved that the title deed of the mining 
property is recorded in the name of the contracting party 
and that all legal taxes have been paid. 

II. Experts appointed by the bank must give their 
opinion to the effect that in view of the ore in sight and the 
other conditions of the property, the loan, with interest 
thereon, can be paid withm the time agreed upon. 

III. In all cases the bank shall exercise a rigorous super- 
vision at the mine to msure the employment of the loan 
in the development of the property and to secure the pro- 
ceeds of the work, out of which shall be paid the expenses 
of the concern, with preference for the minmg tax. 

o This section of the law of 1897 simply declared that " the loans referred 
to in section I of the foregoing article shall be effected by means of a notarial 
contract, which shall be entered in the registry office of the locality where 
the borrowing concern is situated." 
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Art. 91.** In all cases the loan of the bank shall be con- 
sidered as an expense incurred for the conservation and 
management of the property for the purposes of article 
1934, Clause II, of the Civil Code of the Federal District, 
which in the matter of promotion loans shall be applicable 
throughout the Republic. 

Art. 92. The prior rights mentioned in the foregoing 
article shall not be affected by the transfer of the property 
on which money has been borrowed, to a third party, 
whatever may be the nature of the transfer or conveyance. 

Art. 93.* In addition to the loans referred to in the 
precedmg article, banks of promotion may make loans, 
for a maximum of two years, to the owners of agricultural 
or industrial enterprises, or to those conducting the same, 
upon security of products, crops, raw material, live stock, 
unplements, machmery, or utensils. In this class of loans 
it is not necessary that the security be turned over to 
the bank, but the same may remain in possession of the 
debtor, who shall be considered at all times a trustee, 
without prejudice to the right which the bank may have 
as fixed by statute law to establish a special intervention 
in the transaction referred to. 

a The language of this article in the law of 1897 was: "In all cases the 
loan of the bank shall be considered as an expense incurred for the con- 
servation and management of the property for the purposes of article 1002, 
Clause I, letter B, of the Code of Commerce, and article 1934, Clause II, of 
the Civil Code of the Federal District, which, in this instance, shall be appli- 
cable throughout the Republic." 

& Articles 93 and 94 in their present form were enacted in 1908. In the 
law of 1897 articles 93 and 94 embodied substantially the same provisions, 
but with somewhat less precision, that are now brought together in article 
93, making the present article 94 a new provision. 



197 



National Monetary Commission 

Art. 94. The loans referred to in articles 89 and 93 

shall not exceed two-thirds of the amount of the paid-up 

capital of the bank and its treasury bonds in circulation. 

Art. 95. The loans on collateral referred to in article 

hail be registered in the mortgage registry office 

n whose jurisdiction the property is situated, and 

the date of such registry the loan, as far as the 

5 pledged are concerned, shall have preference over 

other subsequent claim, even when secured by 

gage. 

X. 95 bis." In order to make effective this credit for 
lotion in case of default in paying principal or inter- 
rithin the term stipulated, the provisions of articles 
I 86, relating to mortgage banks, shall be applicable 
inks of promotion. 

lT. 96. The rules governing loans on collateral made 
anks of issue shall be applicable to loans made by 
s of promotion. 

:T. 97.* The amount of treasury bonds in circulation 
not exceed at any one time double the paid-up 
al stock. The principal and interest of said bonds 
have, in respect to other creditors, the same prefer- 
in redemption as is established for bank notes by 
le 25 of this law. 

:T. 97 bis. ' Banks of promotion are required to keep 
sh on hand at least 40 per cent of the sum of depos- 

lis article nas first embodied in the law of 190S. 
the law of 1897 this article was as follows: "The amount of treasury 
issued by banks of promotion shall at no time exceed the holdings 
bank in cash and bullion and immediately realizable st 

lis article first appeared in the law of 1908. 
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its payable on demand or within not more than three 
days, with the option, however, of substituting for cash, 
up to one-half of said 40 per cent, securities immediately 
convertible. The remaining 60 per cent shall be guaran- 
teed by paper discoimted for a period of not more than 
six months. 

Art. 98. Banks of promotion are prohibited to do the 
following things: 

I. To issue bank notes. 

II.* To give their treasury bonds in pledge or to con- 
tract any obUgation in respect thereto. 

III. To engage in any of the operations set forth in 
paragraphs I, II, III, IV, V, IX, X, and XI of article 29 
of this law, except under the provisions of said paragraphs. 

Chapter V. — Enactments common to all banks. 

Art. 99. The establishment of branches and agencies 
outside of the State, Federal District, or territory where 
the bank has its headquarters shall be governed by the 
bank's concession, with the limitation contained in article 
38 of this law with respect to banks of issue. 

Art. 100. Instituti9ns of credit are forbidden to acquire 
real estate on any accoimt, except such as is necessary 
for office purposes and such as they are obliged to take 

o In the law of 1897 the provisions of paragraphs II and III were as 
follows: 

"II. To make loans on real estate mortgages or to issue mortgage 
bonds. 

" III. To operate mines, metallurgical works, factories, or farms on their 
own account or to enter into any kind of partnership with persons engaged 
in those businesses." 
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over in settlement of claims or by virtue of any of the 
rights pertinent to the business transacted by them. 

Art. loi. In the exceptional cases mentioned in the 
foregoing article a mortgage bank must sell real estate 
' ' h it has been obliged to take over within three years 
the date of the acquisition, and a bank of issue or 
lotion within two years from the same date. If the 
erty has not been sold within the periods above stated, 
Department of Finance shall cause it to be sold at 
on, 

;T. I02, Institutions of credit are forbidden to pur- 
; their own shares or to do business on the security 
ich shares. 

iT. I02 bis." For the purposes of this law bonds or 
ations immediately realizable or negotiable or first- 
securities shall be understood to be: 
Bonds or certificates of the Mexican Government and 
:^ whose principal or interest the said Government 
guarantee. 
Bonds of foreign countries or corporations that capi- 
; at 4 per cent or a less rate on the official exchanges 
e they are quoted. 

[. Bonds of the States or municipalities of the federa- 
that capitahze at 6 per cent or at a less rate. 
'. Bank notes, mortgage bonds, treasury bonds, and 
teral bonds, provided that all these be issued by in- 
tions with federal charters. 

Stock or obligations issued by national (Mexican) 
>anies, provided that these securities are quoted on 

« This article first appeared in the law of 1908. 
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any of the rnarkets of the country or of foreign countries, 
and which, as to the first, have paid dividends, and as to 
the second, have regularly paid interest, in both cases at 
least for five years prior to acquisition by the bank. 

Art. 103. The principal of securities issued by banks 
shall become forfeited in favor of said banks when ten 
years have elapsed from the date when payment was due, 
except in the case mentioned in article 22. Interest on 
said seciuities shall be forfeited when five years have 
elapsed from its falling due; but if it has been capitaUzed 
it shall be treated in the same manner as the principal. 

Art. 103 bis." The deposits received by the banks 
without interest, referred to in this law, represent credits 
against the banks proper and shall have preference over 
any others except the credits enumerated in article 25 of 
this law, outstanding notes of banks of issue, and treasury 
bonds issued by banks of promotion, which shall enjoy 
preference with respect to the said deposits. 

Art. 104. The claims of the mass of creditors on the 
assets of a bankrupt estate shall in no manner interfere 
with the rights granted to banks by this law. 

Art. 105. The objections of the debtors of a bank in case 
of auctions shall only be taken into account when the bank 
has been fully paid and shall be the subject of special pro- 
ceedings, which shall not be allowed to stand in the way of 
the auction or to affect its validity. In such cases the 
bank shall be answerable for damages occasioned to the 
debtor, when it shall be proved that there is ground for 
damages according to law. 

o> This article first appeared in the law of 1908. 
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Art. io6. Debts to the federation and to state or mimic- 
ipal governments shall enjoy preference in the order named 
over debts owing to banks, whatever be the nature of the 
latter, but only when the former arise from taxes accrued 
within the three preceding years. Claims of the pubUc 
treasury having any other origin shall rank as provided 
by law. 

Art. 107. The consolidation of two or more banks shall 
not take place without the consent of the Department of 
Finance, whether the consoUdatiori involves the continued 
existence of one of the banks and the disappearance of the 
others or the creation of an entirely new institution. 

Art. 108. When a bank fails to comply with any of the 
requirements of this law looking to the protection or ad- 
vantage of the public, and when such failiu^e is not of a 
nature to warrant the forfeiture of the bank's concession 
under the next article, the Department of Finance, after 
hearing to the bank, may order it to suspend any or all of 
its business until the requirements or conditions of the law 
are complied with. 

Art. 109. The concession of an institution of credit shall 
be forfeited for any of the following reasons : 

I." For default in attestation, within the period pro- 
vided in article 10, for the organization of the stock com- 
pany in whose favor the charter should be assigned, when 
such has been issued in behalf of private persons ; for not 
submitting the by-laws to the Department of Finance 
one month after organizing the company; or on account 

oThis clause in the law of 1897 was as follows: "For failure to prove 
within the term allowed by article lo that a limited Uability company has 
been organized to take over the concession when such concession has been 
granted to private individuals. " 
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of the bank not beginning operations for one month after 
approval of the by-laws by the Department of Finance. 

II. For the reason stated in article i8. 

III. For excess in the circulation of securities in viola- 
tion of the provisions of articles 55, 61, 67, and 97. 

IV. For consoUdation with another banking company 
without the previous consent of the Department of 
Finance. 

V. On accoimt of the dissolution or Uquidation of the 
company operating the concession. 

VI. Cases of bankruptcy legally declared. 

VII. In case the majority of the shares of a bank come 
into the hands of a foreign government. 

The declaration of forfeiture shall be made in executive 
form by the Department of Finance after the bank has 
been heard in its own defense. In the case contemplated 
by Clause III the formaUties set forth in article 18 shall 
also be adhered to. 

Art. 1 10. The members of the board of administration 
shall be held civilly responsible for every infringement 
of the provisions of this law sanctioned by them, and the 
manager carrying out such infringements shall also be 
held Uable, imless he has acted under express orders from 
the board of administration. The civil liabiUty of the 
board and manager shall not impair the criminal UabiUty 
they may inciu" in accordance with federal or local laws. 

Art. III.'* Members of the coimcil of administration 
and companies in which in general or silent partnership 

o Under the law of 1897 this article did not apply to partnerships of 
which members of the council of administration might be members. The 
last three paragraphs appear for the first time in the law of 1908. 
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mbers are interested shall not, dtxring the first 
the bank's estabUshment, engage in any transac- 
virtue of which it shall result or may result that 
members or companies become indebted to the 
id after the first year such business may be en- 
1 only when another firm of well-known solvency 
ited in the debt or responsibility or when an effect- 
teral guaranty for double the debt or responsibility 

'sy case it shall be necessary in any transaction in 
ly of the persons referred to in the preceding par- 
secome or may become indebted to the bank that 
: a unanimous agreement by the members of the 
present at the session in regard to accepting the 
i firm or as to the value of the collateral ofiEered, 
1 always that the collateral be not among those 
ed in article io2bis of this law. 
s^ers and officers shall not on any account transact 
business in the bank nor obligate thereto their 
firms; neither shall they become sureties in any 
ion. 

;ion of these provisions shall, without prejudice to 
onsibility established in the prior article, incapac- 
nember of the council from continuing as a mem- 
reof and a manager or officer from exercising 
is as such. 

112. No member of the board of administration 
ter on the discharge of his duties without giving 
jr which purpose he shall make a deposit in the 
ther in cash or in the shares of the institution for 
int to be determined by its statutes. 



Banking System of Mexico 

Art. 113. The power of supervision of all institutions 
of credit pertains to the Department of Finance, and shall 
be exercised either through inspectors permanently ap- 
pointed for each bank or through special inspectors 
appointed for particular cases, to whom the Minister of 
Finance shall give such instructions as he sees fit with a 
view to the satisfactory discharge of their duties. 

Art. 114. In addition to other obhgations imposed on 
them by this law and the instructions given to them by 
the Department of Finande, the duties of the inspectors 
are as follows : 

I. To satisfy themselves of the total or partial subscrip- 
tion to, and payment of, the capital of die bank. 

II. To take part in drawing up and to i^ign the monthly 
cash statement and general balance sheet showing the 
actual position of each bank. 

III. To see that the special balance sheets requested by 
the Department of Finance are duly drawn up. 

IV. To demand proof, whenever they see fit, of the cash 
holdings of the bank and of the number and value of the 
securities which it has issued. 

V. To sanction by their signature the notes or securities 
about to be issued by banks after they have been stamped 
by the Government and gone through the other official 
requisites for validity. 

VI. To see that the notes or securities put in circulation 
do not exceed the amoimt which each bank is entitled to 
issue in accordance with the provisions and restrictions of 
this law. 

VII. To be present at, and to certify to, the cancellation 

of notes or securities and the destruction by fire or other- 
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wise of such notes or securities, together with their 
coupons, when there are such, and to sign the notarial 
attestation along with the manager, cashier, or accountant 
bank. 

I. To keep a special account in a book of the number, 
, and value of the notes or securities put in circula- 
rith their sanction and of such as are canceled and 
>yed. 

To attend auctions and drawings which the banks 
liold in their offices. 

■ To see to the strict fulfillment on the part of the bank 
terms of the laws and mercantile code, and especially 
anking lavtK, and of the concession and the bank's 
:es, without interfering in its business, and to give 
diate notifi?ation to the Department of Finance of any 
gement they may observe, while at the same time 
ing the board of administration of such infringement. 
. To submit in the months of January and July of 
^ear a detailed report of all that they have done in the 
irge of their duties during the preceding half year, 
statistical data as to the volume of cash handled, the 
ation in notes or securities, and other particulars to 
termined by regulation. 

r. 115. Inspectors are strictly prohibited from doing 
iliowing things: 

To accept and discharge duties, employments, or 
lissions from the State in which the bank has its head 
, branches, or agencies. 

: language of tbis clause, at it was amended by the law of May 13, 
mplilies somewhat the language of the original law of 1897. 
s clause first appears in the law of 190S. Clause I of the law of 
ow superseded, forbade inspectors "to interfere in the management 
iffairs of the bank." 
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s — 

II. To furnish to anyone whatsoever any kmd of infor- 
mation as to the bank's business, inasmuch as they are 
limited to making written reports to the Department of 
Finance as to matters coming within their sphere of action. 

III. To hold shares in the bank of which they are in- 
spectors. 

IV. To apply for loans to the institution with which they 
are connected or in any manner to become its debtors. 

Art. 1 1 6. When inspectors fail to perform any of the 
obhgations to which they are subject imder article 114, or 
when they disobey any of the prohibitions of article 115, 
they shall be liable to such executive penalties as may be 
imposed on them by the Minister of Finance, including the 
loss of their positions, which penalty sjiall invariably be 
applied in case of infringement of Clauses III or IV of the 
foregoing article. Moreover, all executive penalties are 
without prejudice to the civil or criminal liability incurred 
by inspectors. 

Art. 117.^ The monthly balance sheets which institu- 
tions of credit are required to pubhsh monthly shall com- 
prehend at least the following: 

ASSETS. 

I. Capital stock unpaid. 

II. Cash on hand, setting out the kinds of which com- 
posed. 
III. Notes of other banks. 

a This article was redrafted in the law of 1908 so as to extend the classi- 
fications under assets from eight to thirteen and under liabilities from five 
to eleven. The principal changes involved requirements that the cash 
and various forms of current accounts be more carefully classified. The 
final clause first appeared in the law of 1908. 
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nds or obligations immediately realizable or 

legotiable. 

icounted paper. 

ans upon collateral. 

rtgage transactions. 

Kiits on ciurent accounts, 

idry debtors. 

lue of real estate. 

lue of furniture, fixtures, etc, 

personal debtor accounts. 

linary accounts. 

LIABILITIES. 

jital stock. 

t obligatory reserve fund. 

ler reserve or provisional funds. 

posits at sight or not longer than three days, 

egregating such as bear interest and such as 

[o not. 

ae deposits, for longer than three days. 

ok notes in circulation. 

asury bonds in circulation. 

rtgage bonds in circulation. 

idry creditors. 

personal creditor accounts. 

linary accounts. 

;ury department may order that the items, 

rtue of this article must appear in the balances, 

n detail. 
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Art. 1 1 8.° The same powers shall belong to inspectors 
which are granted by the statutes of the bank to auditors. 
They shall revise the balances by proving the various 
items and comparing them with the books. In general, 
and always when they consider it necessary in order to 
exercise proper vigilance, to verify the details of accounts 
by the correspondence, minutes, and other papers of the 
bank, they may apply in writing to the manager of the 
bank to show them the necessary documents, and in case 
they are refused they may apply to the Department of 
Fmance, setting forth what they desire to examme and 
the object of the investigation, in order that the depart- 
ment, if it is deemed advisable, may require the bank, on 
condition of applying the suspension, total or partial, set 
forth in article io8 of the law on institutions of credit, to 
show to the inspector the accounts, books, and documents 
involved. 

Art. 119. In case of Uquidation or dissolution of a 
banking corporation, the inspectors shaU represent the 
owners of the outstanding notes or securities, in enforcing 
the rights of such owners, excepting always when the 
latter decide to protect their own rights in person or 
through an attorney. 

fl This article was amended by the law of May 13, 1905, the law of 1897 
having provided: '*In the formation and revision of annual balance sheets 
prepared by institutions of credit, the inspectors are to enjoy the same 
powers as are granted by the law to the auditors of limited liability com- 
panies and they shall proceed together with the auditors to verify the 
items of the balance by comparing each account with the books of the 
bank, but they can not demand to be shown the accounts in detail, or 
the correspondence, minutes, contracts or other papers of the bank, unless 
they obtain in each case a special order from the Minister of Finance, or 
unless the bank voluntarily agrees to show the papers in question. 
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Art. 1 20. The Department of Finance shall pubUsh 
annually a report as to the condition of institutions of 
credit operating in the Republic, and shall include in such 
report the statistical information supplied by the 
inspectors. 

Chapter VI. — Franchises and taxes. 

Art. 121. The capital of institutions of credit, the 
shares by which it is represented, the dividends which 
they distribute to their shareholders, and the several 
kinds of securities which they issue, shall be exempt from 
all classes of federal, state, and municipal taxation, with 
the exception of the predial tax on the buildings occupied 
by them for office purposes and of the taxes comprised in 
the stamp law, both of which shall be paid in accordance 
with the enactments in force relating thereto and the 
provisions of the following articles: 

Art. 122. No stamp tax shall be payable on docu- 
ments of which institutions of credit make use for their 
internal management or on documents passing between 
the head institution and its agencies or branches, provided 
such documents do not create rights either in favor of the 
bank or of third parties extraneous to the institution, 
including its employees when in a personal capacity they 
have dealings with the bank. 

Art. 123. Stamp duties are not payable in the following 
cases : 

I. On contracts entered into by institutions of credit 
with the Federal Government, with the governments of 
States, and with municipal corporations. 
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II. On summaries of accoimts, advices of payment or 
receipt, drafts, letters of exchange, promissory notes, 
telegraphic or other forms of money transfer, when such 
documents relate to business done with the Federal, State, 
or municipal governments of Mexico. 

Art. 124. Bank notes, mortgage bonds, certificates of 
deposits, and treasury bonds put in circulation by insti- 
tutions of credit, as well as checks uttered by them or 
drawn against them, shall be stamped according to law, 
but with the Umitation that, whatever be the amoimt 
mentioned in them, the stamp shall never exceed 5 
centavos. 

Art. 125. Notarial contracts for loans, stu'eties, pledges, 
or mortgages, executed either in favor of or against 
institutions of credit, shall be subject to a stamp duty of 
2 per thousand, imless the stamp laws fix a lower rate. The 
same contracts, when they are drawn up in a private form, 
shall be subject to a stamp duty of i per thousand. 

Art. 126. The States of the Federation shall not impose 
any tax on banking business, properly so called, when 
transacted by institutions of credit, except on mort- 
gage loans, and even in this case the tax shall not exceed 
one-quarter of i per cent on the amoimt of the trans- 
action. 

Art. 127. Saving an agreement to the contrary, the 
fees of experts, notaries, and other persons whose remu- 
neration is subject to schedule according to local legis- 
lation shall, when their services are engaged by institu- 
tions of credit, be reduced to two-thirds of the schedule 
rates. In no case shall the enactment be observed which 
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authorizes higher charges on the ground of one of the 
contractmg parties bemg a corporation. 

Art. 128. The exemptions or reductions in taxation 
mentioned in the foregoing articles shall continue for 
twenty-five years from the date of this law; but with 
respect to banks of issue they shall only be enjoyed 
according to Clause VI, article i of the law of June 3, 1896, 
by the first bank established in each of the States or 
Federal territories. 

Art. 129. Concessions which are applied for with a 
view to the creation of other banks of issue in any State 
or Territory of the Republic where a bank already exists 
can only be granted with the requirement that the new 
banks shall be subject to all the taxes imposed by general 
laws, as well as to a special tax to the Federation of 2 per 
cent per annum on the paid-up capital, as provided by 
said Clause VI, article i, of the law of Jime 3, 1896. 
This tax shall be collected at the end of each quarter in a 
manner to be prescribed by regulations.** 

TRANSIENT ARTICLES. 

Article i. The National Bank of Mexico, the Bank of 
London and Mexico, and the International and Mortgage 
Bank of Mexico, as well as the banks now operating in the 
States of the Federation, which shall not make use of the 

« It was provided by article 5 of the law of May 13, 1905, that no further 
charters for banks of issue should be granted until after December 31, 
1909, and that such banks incorporated after that date should enjoy no 
exemptions from taxation. These limitations were extended by the law 
of June 19, 1908, to March 19, 1922, when the special exemptions granted 
to existing banks will expire. — Instituciones de Cridiio: Leyes y Circulares 
RekUivaSf p. 31. 
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right contained in the next article, shall continue to be 
governed by their concessions and statutes, while sub- 
jecting themselves, in all points in which it is not at 
varience with said concessions and statutes, to this law, 
as well as to all future enactments of a general character 
in regard to banks. 

Art. 2. For the purposes of the closing provision of 
Art. 128 of this law, those banks already existing in any 
of the States of the Federation shall be considered as first 
banks of issue, whatever be their number, provided that, 
within four months from this date they shall signify in 
writing to the Department of Finance their readiness to 
adjust their concessions to the provisions of this law. In 
consequence, for the prescribed term of four months no 
concessions shall be granted for the foundation, in States in 
which banks of issue are already in operation, for new 
banks of the same kind and with the franchises to which 
first banks are entitled, imless the existing banks shall 
declare to the Department of Finance their unwillingness 
to adjust their concessions to the provisions of this law. 
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Appendix C. 

REPORT OF THE EXCHANGE AND CURRENCY 

COMMISSION, 

MAY 1, 1905, TO JUNE 30, 1909. 



The vice-president of the exchange and currency com- 
mission, Lie. Pablo Macedo, submitted, imder date of Sep- 
tember 25, 1909, to the minister of finance a report detailing 
the operations of the commission from May i, 1905, to 
June 30, 1909. 

The report was accompanied by the following note: 

'* We have the honor of submitting to you, begging you 
in turn to lay it before the President of the Repubhc, the 
first report of the exchange and currency commission, cov- 
ering the operations effected and the work done from May 
1, 1905, to Jime 30, 1909, said report having been approved 
by the commission at a session held to-day. 

"We avail ourselves of this occasion to reiterate to you 

the assurances of our respect and consideration. 

** (Signed) Pablo Macedo, 

'* Vice-President. 

'' (Signed) L. Uhink, 

'* Chief of the Office. 

''Mexico, September 25, igog. 

"To the Minister of Finance and Public Credit. 

"Lie. JOSlS Y LiMANTOUR, 

''Present.'' 
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The text of Mr. Macedo's report was as follows: 
The exchange and currency commission was created by- 
decree of April 3, 1905, issued in compliance with the 
""■""■"ions of article 32 of the law of March 25 of the same 
which established the new monetary regime of the 
>lic, and it entered upon the exercise of its func- 
3n the 8th day of April, 1905, devoting itself forth- 
,0 the organization and regulation of its offices and 
a task which occupied the remainder of the month, 
isequence, the actual operations of the commission, 
ing its accounts, date from May i, 1905. 
:e then, when presenting to the general treasiuy of 
deration a statement of its accounts and a r^sum^ 
operations at the close of each fiscal year, as with 
actuality it has done, the commission ought also to 
lubmitted to the finance department a detailed re- 
f its labors during each of those years; but a variety 
lumstances, among which must be mentioned in 
ular the attention which the imdersigned vice-presi- 
if the commission has been obhged to give to impor- 
ublic business, on which ,he has twice had to absent 
f from the Republic, have prevented the prepara- 
pf the annual reports, so that the present report 
ces the entire period that elapsed between May i, 
and June 30, 1909, or a little more than four years, 
se four years have afforded occasions for the stabil- 
the new monetary r^ime to be put to the most 
ing tests, by causes completely the opposite of one 
;r in their nature — first, the appreciation of silver 
len its decline accompanied by the effects of the 
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severe economic crisis which the whole world has suffered 
since the beginning of 1908 and which has not yet alto- 
gether come to an end, — effects which could not but be felt 
in the Mexican Republic, not only in the restriction of 
transactions of every kind, mercantile, mining, industrial, 
and even agricultural, but in the complete paralysis of 
many enterprises and in the necessity entailed on our 
country of repaying to foreign markets considerable sums 
of money which under normal circumstances would have 
been retained here, and even have been added to, in the 
form either of loans or permanent investments. Thus 
the history of the operations of the exchange and currency 
commission during the period under review will be par- 
ticularly interesting and instructive ; and, related, as it will 
be, with scrupulous veracity, without glossing over or with- 
holding anything, it will serve to strengthen, let us hope, 
the confidence already felt both at home and abroad in the 
stability of our currency reform. 

I. 

METHOD WHICH WII.L BE FOI.I.OWED IN THIS REPORT 

Slight interest attaches to the operations of the commis- 
sion during the months of May and Jime, 1905, considered 
by themselves, for though the commission was not idle for 
a single day during those two months, its work at that time 
chiefly consisted in adopting meastu'es and making ar- 
rangements of a preparatory character of which the results 
were perceptible later on; and for that reason the figures 
and returns for those two months will be included in this 



217 



National Monetary Commissio n 

report and in the accompanying tables and statements, 
with the figures and returns for the fiscal year following, 
it the period embraced is from May i, 1905, tojime 
06. 

■ the rest, the operations of the commission may be 
led under four main heads: First, what has been 
to demonetize the old coins; secondly, the mintage 
istribution of the new coins; thirdly, the sale or other 
sal of the bulk of the coimtry's stock of silver pesos; 
ily, what has been done to influence the exchange 
it in the direction of maintaining the rate of ex- 
;e on gold-standard countries at the parity estab- 
by our monetary laws, a parity based, as is known, 
e quantity of pure gold which each foreign coin con- 

turaJly all these operations are intimately bound up 
one another, and, strictly speaking, constitute a 
; subject-matter which is almost indivisible; but 
agencies of method necessary for clearness indicate 
bove division, and it will be followed in the present 
t, which will conclude with certain considerations 
uggestions of a practical character and the exposi- 
)f some facts relating to the internal order or econ- 
}f the commission and its ofiices. In some passages, 
llusion will be made to the enactment of laws and 
Joption of measures which, though not constituting, 
Tly speaking, acts of the exchange and currency 
lission, are intimately connected with those acts and 
the subjects being discussed, so that it is absolutely 
sary to refer to the laws and meastu'es in question. 
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II. 

DEMONETIZATION OF OLD COINS. 

Under pur former currency laws the subsidiary silver 
coins were tmlimited legal tender; and probably to that 
circumstance, combined with the equally vicious and 
mischievous system of the free coinage of silver, which 
made the Mexican peso our staple export, was due the 
fact that the subsidiary coins preferably sought our sea 
ports, whence they could not be shipped abroad owing 
to the considerable loss from wear which such coins 
undergo and could not be rettutied to the interior of the 
country because nobody would pay the freight. On 
the other hand, the inconvenience of handUng large 
quantities of subsidiary coins had led to their agglomer- 
ation in the banks of the Republic, which computed them 
as part of their obligatory cash holdings; so that whereas 
at the sea ports and in other places small change had 
accumulated to an undue extent, most of the mercantile, 
industrial, and agricultural centers of the RepubUc had 
to complain of a scarcity of the cash tokens necessary 
for minor transactions, which are the most frequent and 
numerous. 

On the other hand, though the law of March 25, 1905, 
did not demonetize the old coins, it did introduce changes 
in the style, size, denominations, fineness, and even the 
constituent metal of the various subsidiary coins, so that 
the commission addressed itself, first, to the retirement of 
the old coins, endeavoring to remedy the uneven internal 
distribution to which allusion has been made, and, above 
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ating all occasion for alarm or inconvenience to 
lie, for it was remembered that here, as every- 
se, the masses are the chief users of the subsidiary 

and inasmuch as they are unable to grasp certain 
c phenomena, they do not lend themselves readily 
ir cooperate in iimovations, even though these do 
3 immediate harm and will in the long run be 
geous to them. 

ler to attain the desired object the commission, 
ig able to acquire bar silver for mintage into new 
J this is prohibited by the law of March 25, 1905, 

to melt down a portion of the 10,000,000 pesos 
it its disposal as a fund for the regulation of the 
r, and to make arrangements with the banks, 
ly with the National Bank of Mexico, for them to 
at this capital, on their own behalf or on behalf 
Government, as the case might be, such quantities 
Id subsidiary coins as they already held or might 
ently accumulate. Moreover, the commission 
led at the capital, with the aid of certain public 
a money-exchange service, and in this way be- 
lay I, 1905, and June 30, 1909, $6,518,330 in silver 
id $11,732,511.01 in old subsidiary silver coins, 
a total of $18,250,841.01, have been consigned to 
;ing pot. (See Annex No. i .) 
e same time efforts were made to retire from cir- 

the old copper centavos; and though this has 
:her difficult and costly, owing to the great num- 
Dins which it has been necessary to transport and 
md owing to the low price at which copper has 
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_ ^ ^ — 

been quoted, it has been possible to retire the not incon- 
siderable sum of $332,668.07, of which $74,940.35 has been 
melted down and $257,727.72 awaits similar treatment. 
The losses in this connection, without including freight 
charges, amoimt to $32,148.70, or nearly 43 per cent of 
the coinage value of the copper centavos demonetized. 
(See Annex No. 2.) 

As the result of these various operations, together with 
the mintage of new coins, which forms the subject-matter 
of the following chapter, it is beginning to be observed 
that few of the old subsidiary coins remain in circulation, 
except in certain sections of the more populous States, 
and to deal with these cases the commission has recently 
adopted special measures from which good results are 
expected. And this has been accomplished without occa- 
sioning the least inconvenience, without giving rise to 
complaints or abuses of any kind, and in strict accordance 
with the provisions of the law of March 25, 1905, which 
limit the powers of the commission in this particular so 
as to obviate a glut of subsidiary coins which would nec- 
essarily result in their depreciation, with its inevitable 
train of serious evils and perturbations. In this context, 
it seems worthy of special mention that nickel coinage in 
5-cent pieces is now in circulation to the value of $904,308 
and that the demand for these coins is incessant, so that 
it will soon be necessary to coin larger quantities. These 
facts are very significant, taking into consideration the 
troubles and even the popular uprisings which occurred 
in this capital in the year 1883 owing to the introduction 
of nickel coins. The difference is that, whereas in 1883 
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the coins were unloaded in a hurry, ahnost in a heap, it 
may be said, in settlement of liabilities of the federal ex- 
and were made unlimited legal tender, the pres- 
^1 coins are only legal tender to the amount of i 
ach payment, and they have been issued in pro- 
X} the pubhc demand and in every case for an 
it in other coins. 

ird to the old gold coins, article lo of the law of 
i, 1905, fixed July i, 1906, as the date on which 
e to cease to be legal tender, and therefore the 
on established a service for the exchange of those 
:he rates and for the values specified in article 2, 
, of the law in question. Through the instrumen- 
this service, gold coinstothevalue of $737,674.85 
red from circulation. {See Annex No. 3.) 
leaving the subject-matter of the present chap- 
necessary to mention the anomalous and very 
conditions in which some districts of the State 
IS have been placed for years past, it may be said 
e immemorial, in the matter of monetary circu- 
mditions which, though modified to a great ex- 
he measures and efforts of the commission about 
ntioned, can not be said to have disappeared and 
be expected to disappear altogether, unless the 
jgested in the closing portion of this report, or 
;ps which the National Government considers 
more expedient, be adopted. 
Qce is here intended to the circulation, in the 
af the State of Chiapas that border on the Repub- 
latemala, of the coins known by the name of 
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''cachuca/* which include all silver coins, large and small, 
from the mints of the Central and South American re- 
publics. Whether it be due to the frequency of commer- 
cial relations between the population along our southern 
border and the Republic of Guatemala, where, it is said, 
there is an abimdant circulation of coins belonging to the 
other Central and South American republics, or to the 
lack of commtmication and intercourse with the rest of 
the Republic and even with the other districts of the State 
of Chiapas, or to both causes combined, as well, perhaps, 
as to local circumstances of which the commission is tm- 
aware, the fact remains that the ciurency of that frontier 
region has consisted of the **cachuca'' coins, so much so 
that not so long ago the peso and other Mexican coins were 
almost unknown to a large portion of the common people 
of that section. For this reason, and owing to the exi- 
gencies of the case, the local authorities came to sanction 
arrangements whereby the **cachuca** coins were received 
in the public offices of certain districts of the State at a 
given discotmt with respect to the native coins; and this 
practice, while, as could not help being the case, it caused 
the use of the **cachuca" coins to strike deeper root, also 
gave rise to private speculations almost always advan- 
tageous to the parties engaging in them, who thus became 
interested in the maintenance of this abnormal state of 
things, which the federal authorities have not yet been 
able to do away with, in spite of repeated orders and rul- 
ings made by them of late to the effect that no federal 
office shall on any accoimt receive any sum whatever in 
the foreign money in question. 
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The commission, having been informed of these cir- 
cumstances, and availing itself of the favorable con- 
juncture offered by a rise in the gold price of silver, 
resolved to bring about a change in so far as lay in its 
power, and in the first place forwarded considerable quan- 
tities of subsidiary silver coins to the branches of the 
National Bank at Tuxtla, Gutierrez, and Tapachula, and 
also endeavored to encourage similar remittances by pri- 
vate parties to their correspondents. At the same time 
purchases were made of the "cachuca** coins in circula- 
tion at their bullion value, and subject to the usual dis- 
counts, for purposes of recoinage into Mexican money, and 
by this means the commission retired $333,571 in silver 
pesos and $533,452.05 in subsidiary silver coins, face value, 
or a total of $867,023.05, face value, at an actual cost of 
$736,257.74. Reminted, this silver produced $754,294.89, 
thus yielding anet profit of $18,037.15. (See Annex No. 4.) 

The effect of these measures, according to information 
received by the commission, has been favorable, inasmuch 
as a material change has been brought about in monetary 
conditions prevailing in the border districts of the State 
of Chiapas; but unfortunately the evil has not been 
altogether extirpated and the commission has suspended 
the purchases of the coins in question, fearing that, owing 
to the fluctuations in the gold price of silver, those pur- 
chases may not be attended with practical results, by 
reason of the refusal of the holders of **cachuca" to part 
with it below its traditional current value, or that, far 
from exhausting the stock thereof, they may even stimu- 
late the importation of more coins of the kind alluded to; 
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for, according to the custom-house tariff, all foreign coins 
enter our territory duty free. 

Toward the conclusion of this report, as has already 
been stated, reference will again be made to this subject. 
For the moment, it is proper here to declare that certain 
measures are being matured which come within the powers 
of the commission and which it is hoped will at least con- 
tribute in no small degree to put an end to an anomalous 
and mischievous monetary situation, though by themselves 
alone they will assuredly not suffice to remedy it al- 
together. 

III. 



MINTAGE OF NEW COINS — EXPORTATION OF SII.VER PESOS — 

PURCHASE OF GOI.D BUI.UON. 

Toward the close of the year 1905 an event took place 
which nobody had looked for and which facilitated and 
expedited in an extraordinary degree the practical con- 
summation of our monetary reform. The white metal, 
which in November, 1902, had reached its lowest point, 
being quoted at 2 1 ^d. the standard otmce in the London 
market, had been gradually though slowly rising; when 
the monetary reform was decreed, in March, 1905, it was 
worth between 25T|d. and 27Hd. per otmce, and in the 
following October the minimum price was 28^^. and the 
maximum 28^|<i. The commission at once bethought 
itself of taking advantage of so favorable an opporttmity 
for demonetizing the Mexican peso by selling its silver 
content for gold, which was feasible even if at a slight 
loss, se^eing that parity between the silver content of 
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our peso and 75 centigrams of pure gold, which is the 
theoretical unit of our monetary system, is attained when 
'ard ounce of silver is worth 28||d. in gold, 
■r to succeed in this object it was necessary to 
great dispatch, for it was impossible to foresee 
the higher prices of silver would last, and at the 
e with much caution; for, as is known, the silver 
! extremely sensitive, and any excess, however 
the supply over the immediate demand suffices 
a heavy break in the prices. Without haste, 
but with a thoroughly consistent purpose, and 
with close and anxious interest the fluctuations 
irket, the commission began to sell for gold the 
ilver pesos which it held in the fund for the regula- 
le currency; and when it had disposed of that 
■emunerative prices, which was soon, it began to 
angements with the banks that they should dis- 
leir holdings in silver pesos and should be enabled 
;m on the London market without loss, notwith- 
the great diversity of their location, which, as 
ly be understood, entailed a considerable differ- 
he expenses and conditions of each transaction ; 
ot the same thing to sell a commodity when it is 
acific coast and needs months to arrive in Lou- 
is to sell that same commodity when it is on 
coast or near our northern border and can be 
within a few days after the adjustment of the 

the invariable policy of the commission, in the 
1 transactions of this nature in which it inter- 
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vened, to allow the banks which agreed to part with their 
silver pesos for exportation to retain all or nearly all the 
margin of profit obtained ; for it considered that in doing 
so it was not only acting justly, but was also living up 
to the object of its existence, which is not to earn 
profits but to contribute to placing and maintaining the 
currency of the Republic on a soimd and solid basis. 

The commission also had another object in view in ob- 
serving the policy alluded to, viz, by making its services 
practically free of charge, to eliminate any interest which 
the banks and private parties might have in engaging 
directly in the exportation of silver pesos, and thus to pre- 
vent any imsettlement of the market, such as would un- 
doubtedly have occurred if Mexico's offers of pesos for sale 
had been multiplied unsystematically instead of being made 
through a single channel having facilities for close obser- 
vation of passing conditions, for prompt and efficient ac- 
tion and for an economy in the matter of expenses such as 
is possible to few private exporters. 

Thus the commission succeeded in exporting from No- 
vember 17, 1905, to September 24, 1907, the substantial 
sum of $60,727,500 in silver pesos, of which only $2,710,000 
remained unsold, owing to a sudden and rapid decline in 
prices, said unsold balance having been reimported into 
the RepubHc in February, 1908. (See Annex No. 5.) 

Notwithstanding all the efforts of the commission, as 
already mentioned, to retain control over the exportation 
of silver pesos, it constantly feared that a moment might 
arrive when it would lose that control, for it was unques- 
tioned that, if the appreciation of silver continued, the 
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love of gain and the speculative spirit would lead many 
private persons to engage in such transactions on their 
own account ; and the danger in such case would not have 
been confined to the perturbations occasioned in the pur- 
irkets but would also have consisted in the fact 
:a5on of the rapid withdrawal from the country 
nounts of silver pesos, a disastrous contraction 
rency might first occur, succeeded by a perma- 
ihnent of the monetary circulation, seeing that 
iividuals might easily fail, having no direct in- 
le matter, to restore in gold what they had with- 
in that circulation in silver, a point which the 
Q had not overlooked, as will be shown later on. 
tely, this evil did not assume serious propor- 
bown by the daily telegraphic reports from the 
and frontier ctistom-houses, until toward the 
io6, when the commission had already exported 
rted into gold $45,108,500, and it then became 
to obviate the danger, as much as possible, in so 
permanent curtailment of the circulation was 
, which was done by means of the law of Novem- 
J06, which the federal chambers passed with 
ible dispatch. That law respected, as was 
e unquestionable right of the owners of silver 
sport them if they found it expedient or profit- 
I so; but it imposed an export duty of 10 per 
lorem on silver pesos sent abroad, a duty which 
remitted if, within thirty days, the exporters 
iver to the exchange and currency commission, 
>inage, gold bullion or foreign gold coin to an 
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amount equivalent at legal parity to the value of the sil- 
ver pesos exported. This law, which respected alike the 
rights of the private citizen and the rights of the commu- 
nity, was well received by public opinion and has been 
carried out to the letter without encoimtering opposition, 
so that imder its provisions the exportations that have 
been made of silver pesos have been the means of the 
commission receiving for coinage gold bullion and foreign 
gold coin to the value of $8,264,447.65. (See Annex 
No. 6.) 

Thus the exportations of silver pesos amounted to 
$68,991,947, as follows: 

Exported by the commission $60, 727, 5cx> 

Exported by private persons 8, 264, 447 

Total 68,991,947 

This figure is less by $15,856,073 than the actual expor- 
tation of Mexican silver pesos as shown by fiscal statistics, 
as appears from the following table: 

Exportation of pesos according to fiscal statistics. 

Exportation of Mexican silver pesos dming the fiscal year 

1905-6 $49,671,025 

Exportation of Mexican silver pesos during the fiscal year 

1906-7 24,521,921 

Exportation of Mexican silver pesos during the fiscal year 

1907-8 10,655,074 

Total 84,848,020 

Exportation of Mexican silver pesos by the commission and 
by private parties under the law of November 19, 1906 68, 991, 947 

Difference 15, 856, 073 

This sum, it may be presumed with high probability, 
represents the exportations of pesos effected by private 
parties before the law of November 19, 1906, went into 
effect. 
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It is now time to take up the proper subject-matter of 
this chapter, viz, the coinage of the new currency, for if 
hitTidrtn it has been sought merely to throw light on the 
tion of silver pesos, it is because that exportation 
means of which the country availed itself in order 
■e the gold which it needed for the mintage of its 
ney and to get, de facto, on the gold basis- 
very weighty problems had to be solved in coin- 
new currency, owing to the celerity with which it 
:essary to act, not only in order to replace the 
isos exported but also in order to remedy the con- 
which it was to be feared would occur, and which 
effect, occur in the circulating medium, as soon as 
ion value of the peso came to exceed the coinage 
ssigned to it under the new monetary regime, 
le, in fact, both banks and private parties, through- 
Republic, began to accumulate silver pesos, some 
lediate profit and others influenced simply by their 
ige that the coins in question were at a premium, 
lOugh it was inconsiderable and though they had 
how or when to realize on it. What happens in 
; of social phenomena of this nature is well known. 
Te fact of many persons seeking to get hold of a • 
thing suffices to make those who possess it reluc- 
part with it; and if the thing in question is money, 
veryone handles, the phenomenon spreads rapidly 
: contraction grows imtil it eventuates in absolute 
m, everyone considering himself fortimate in the 
on of what everyone else wants to take away from 
d on that account alone, without stopping to listen 
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to any other arguments or considerations. This is what 
happened in the case of our silver pesos. A time came 
(August, 1907) when the visible stock of pesos in the 
banks and other institutions of credit throughout the 
Republic barely amoimted to $8,084,133; but when silver 
began to decline and the demand for exportation ceased 
that stock gradually increased imtil on Jime 30, 1909, it 
amounted, with the quantity on hand in the general 
treasury of the federation, to $30,099,472, and deducting 
$10,105,000 newly coined, as will be shown later on, it 
appears beyond all question that there remained a visible 
stock of $19,994,472, coined prior to the monetary reform, 
a sum which exceeded by $11,910,339 the visible stock in 
August, 1907, which, as stated, was only $8,084,133. 

In order to prevent a contraction of the ciurency it was 
urgently necessary, as has been said, to make haste in 
striking the new coins; and to this, end the commission 
considered that the most expeditious method was to secure 
gold coins in the United States, seeing that they are of the 
same fineness as otu-s and are very carefully minted, so 
that only a slight loss is sustained in the process of recoin- 
age. But it was not enough to coin gold, which, accord- 
ing to law, is only turned out in pieces of 10 and 5 pesos; 
it was necessary also to supply silver coins, chiefly 50-cent 
pieces, in order to take the place of the peso, which day by 
day was becoming scarcer, for the minor transactions of 
commerce, and also to distribute the new coins all over the 
national territory. On the other hand, the exportation of 
pesos could not be suspended, for it was impossible to for- 
see how long the appreciation of silver would continue. 
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Then it was that two classes of measures were adopted in 
order to meet the twofold exigency of the situation. The 
only other expedient would have been to legaUze the dr- 
culatioD of foreign coins, a measure that would have been 
with many drawbacks and would have exposed 
risk of having almost to renounce the hope of 
circulation of our own, or at least to the risk of 
hybrid and very unsettled circulation for a con- 
time, for everyone knows how difficult it is to 
from use a coin which once becomes current, 
one hand, the decree of December 22, 1905, 
i the commission to issue in favor of the banks 
sit certificates which might be computed as part 
sh reserves and of which the equivalent in gold 
native or foreign gold coin was to be held con- 
r the commission in order to redeem the certifi- 
ffesentation at any moment. This requirement 
icessary in order to prevent anyone thinking that 
ission and, back of the cotomission, the National 
;nt, were having recourse to a fiduciary token to 
)lace of a metallic currency, 
second place, at the same time that the Mexico 
set to work at its full capacity with improved 
r, orders were placed for the mintage at Birming- 
[land, subject to the vigilance and supervision 
,n officials, of the nickel 5-cent pieces and the 
ind 2 cent pieces, and the comteous permission 
/ernment of the United States was obtained that 
of that Government at Philadelphia, San Fran- 
w Orleans, and Denver should coin at cost, 
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without charging any profit, and subject also to the super- 
vision of Mexican officials, gold pieces of 5 and 10 pesos 
and silver 50 and 20 cent pieces. In this way, in the 
space of twenty-six months (from May i, 1905, to June 
30, 1907), the new coins which were either in actual cir- 
culation or were held by the commission ready to be 
placed in circulation amounted to $95,561,570.70, as 
follows : 

In gold, $10 and $5 pieces $65, 026, 5cx>. 00 

. In silver, 50, 20, and 10 cent pieces 28, 796, 923. 80 

In nickel, 5-cent pieces 801 , 728. cx> 

In bronze, i and 2 cent pieces 936, 418. 90 

Total 95»56i,570-70 

If we consider the number of pieces which the coinage 
of the above sum represents, and bear in mind also the 
necessity of acquiring and remitting to the mints the pre- 
cious metals from which the coins were struck, as well as 
the intricacy and multipUcity of the operations incidental 
to the distribution of the coins over the whole of the 
national territory, we can form an idea of the foresight, 
care, and industry which the work involved, especially as 
it almost always synchronized with the manifold and com- 
plicated labors connected with the acquisition and expor- 
tation of pesos. 

In the two subsequent fiscal years (July i, 1907, to 
June 30, 1909) the work of coinage continued, though on 
a lesser scale, as follows: 

In gold, $10 and $5 pieces. $18, 360, 000. cx> 

In silver, $1 pieces 10, 105,000.00 

In silver, 50, 20, and 10 cent pieces 3,826,619.50 

In nickel, 5-cent pieces ._ __ 102, 580. 00 

32,394.199-50 

233 



National Monetary Commission 

In consequence, the total quantity of money coined and 
in circulation, seeing that there has been no appreciable 
exportation, from the time when the new monetary 
regime was implanted until June 30, 1909, is $127,955,- 
770.20, a sum which, it may be mentioned, is considerably 
in excess of the amount which, as the result of the esti- 
mates and investigations of the monetary commission 
appointed by the ministry of finance in 1 903 to study our 
currency problem, was assigned even on the most liberal 
calculations as the volume of cash then in circulation, viz, 
$120,000,000, especially bearing in mind that no pesos 
have been imported, at any rate on a considerable scale; 
and if to the amount of new coins struck be added the 
sum of $19,994,472 in old silver pesos, which, as has been 
, said, formed part of the cash holdings of the banks and 
the general treasury of the federation on June 30, 1909, 
we get a total volume of $147,950,242.20 as the stock of 
metalUc money at present in circulation. (See Annex 
No. 7.) 

Before concluding this chapter it seems indispensable 
to make special reference to two facts, one of which has 
been already referred to, though incidentally, and it is 
the coinage of $1 silver pieces. 

The commission hesitated much as to whether, after 
demonetizing successfully such considerable sums of the 
old traditional peso, totaling nearly $85,000,000, it was 
desirable again to mint the same coin. The principal 
and most obvious argument against such action was that 
it would be a step backward in the realization of the ideal 
of all countries which are on the gold basis, viz, to use no 
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other money than gold as imUmited legal tender, and it 
can not be denied that this argument was a weighty one. 

Per contra, various facts and circumstances worthy of 
consideration militated on the opposite side. 

In the first place, it was quite certain that a considerable 
number of silver pesos, how many was not known, still 
remained in the Republic. The banks, first of all, though 
they had parted with a considerable number of their 
pesos, never disposed of their entire stock, the lowest 
figure shown by their balance sheets being $8,084,133 on 
August 31, 1907, as already stated. Again, it was un- 
doubted that private parties were hoarding considerable 
quantities of pesos, which, sooner or later, were boimd to 
come to light. Facts have fully corroborated the accu- 
racy of this view, as has been shown, and thus the argu- 
ment that to coin silver pesos would be to run cotmter to 
the gold standard, with circulation consisting exclusively 
of gold, lost much of its force, for since a goodly stock of 
silver pesos still remained outstandmg no great harm 
would be done by adding to that stock, provided that 
the addition were not very large. 

But there was still another reason which seemed de- 
cisive. Unless the new monetary regime were to be radi- 
cally modified by the open demonetization of the peso, 
through the purchase thereof in gold at the legal value — 
and this could not have been done without manifest 
imprudence, for, at the time when the problem presented 
itself, coinciding with a decline in the price of silver, the 
economic crisis, marked by alarming symptoms, was 
already in sight — it was necessary to comply with the 
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provisions of the law as they now stand, according to 
which, and inasmuch as the coinage of gold is not yet free, 
anyone holding that metal is entitled to present it to the 
commission in refined bars or in the form of foreign specie 
and to receive in exchange new silver coins at the rate of 
75 centigrams of pm-e gold per peso. (Art. ii of Law of 
March 25, 1905.) Now the case was every day coming up 
before the commission, owing to the fact that native pro- 
ducers of refined gold, as will be explained fully later on, 
find it convenient, in order to save expenses, to deliver 
their gold to said commission in considerable amoimts in- 
stead of exporting it. Thus it became necessary to deliver 
to them silver coins in exchange for the gold; and as the 
coimtry already had subsidiary silver coins to the value ot 
more than $31,000,000, as has been already explained, it 
did not seem advisable, at any rate just then, to add to the 
supply of such coins, imder penalty of producing a pleth- 
ora thereof. And as, on the other hand, it was not ex- 
pedient to coin more gold, owing to the necessity of having 
a stock of domestic gold bullion available, in order to 
influence the exchange market, which was beginning to 
show symptoms of an alarming scarcity of drafts on foreign 
parts, there was no alternative but to coin silver pesos; 
and this was the course finally adopted. There was 
another advantage in such a course, though a subsidiary 
one and not of great unportance. The decUne in the price 
of silver was getting worse and worse, and it was desirable 
to use as much as possible of the domestic output at home, 
without allowing it to reach foreign markets, subject al- 
ways to the limitations wisely laid down by the law of 
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1905. And thus it came about that in February, 1908, 
the commission began to buy refined domestic silver in 
bars, suspending those purchases in April, 1909, after 
acquiring a little more than 185,564 kilograms at a cost 
of $6,509,033.11. From the bars thus bought silver 
pesos were coined to the value of $7,593,036.51; and 
pesos to the value of $2,511,963.49, making a total of 
$10,105,000, thus coined from the old subsidiary silver 
money withdrawn from circulation. (See Annex No. 8.) 

The ether point that must be referred to before closing 
the present chapter is that which relates to the purchase 
of domestic gold bullion. 

One of the most urgent necessities incidental to the 
new monetary regime was the acquisition of gold for 
coinage purposes, for it had been foreseen, and facts later 
on showed, that the gold obtained from melting down the 
old Mexican and colonial gold coins would be of no great 
amount. On the other hand, to acquire gold abroad by 
selling silver pesos belonging to the fund for the regulation 
of the currency, when the price of the latter metal was 
rather far from the legal parity, would have been a very 
costly operation. No other course, then, was open than to 
endeavor to retain in the coimtry the gold mined therein, 
and for that purpose it was indispensable to encourage 
the refinement of gold at home and to derive the fullest 
possible benefits from the stability of exchange rates, 
which, following on the official announcement of the es- 
tabhshment of the new regime, settled very near to the 
legal parity, owing to the great confidence felt at once in 
the soundness of the regime in question. In this manner. 
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the domestic producers of refined gold, who, according to 
the law of March 25, 1905, were to be entitled and 
actually became entitled to receive silver money in ex- 
change for gold, at the rate of 75 centigrams of pure gold 
per peso, found that, in availing themselves of this privi- 
lege, they saved freight charges, commissions, and other 
expenses incidental to the exportation of their bars and 
therefore had an inducement to offer them voluntarily to 
the exchange and currency commission. 

To this end, as well as with the laudable object, among 
others, of affording reasonable and proper protection to 
a native industry, was directed the decree of June 19, 
1905, which reduced to i >^ per cent the former stamp tax 
of 2>^ per cent on the value of silver or gold bars when 
refined to 0.999 ^^ over, a decree enacted by virtue of 
the powers with which the Executive was clothed by the 
law of taxation on and franchises to the mining indus- 
try, promulgated at the same time as the law which 
established the new monetary regime. 

The measiwe was a wise one and proved efficacious, for 
very soon gold began to flow into the offices of the com- 
mission ; and as before long a rise in the price of silver took 
place, enabling silver pesos to be exported at a profit, 
the problem of how to acquire bulUon for the coinage of 
gold was soon solved. Even if that rise had not taken 
place, the problem would also have been solved but more 
gradually; for, as the rates of foreign exchange have been 
stabilized, we can when we choose retain the gold which 
we produce and refine. A document which is appended as 
Annex No. 9 shows that the commission has acquired 
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pure gold to the value of $52,096,882.38 of which the 
whole might have been coined, and if it has not, it is due 
to reasons which will be set forth in the following chapter. 

IV, 

MEASURES ADOPTED TO INFI^UENCE THE FOREIGN EX- 
CHANGE MARKET. 

In the latter part of the year 1907 some foreign markets, 
especially those of the United States of America, began 
to show alarming symptoms of perturbation, which 
rapidly grew worse until eventuating in a positive business 
crisis, involving all the branches of commerce and in- 
dustry and producing most serious effects on the money 
market, for it occasioned not only a scarcity, but the com- 
plete disappearance of specie and other forms of currency, 
so that for the settlement of banking debts it was neces- 
sary to have recourse to the system of clearing-house cer- 
tificates, which, as is known, constitute a sort of paper 
money of purely private origin and which owe their exist- 
ence and circulation to an agreement freely entered into 
between individuals by virtue of a collective guaranty. 

The intensity and suddenness of the crisis, caused in 
the last analysis by an irrational and unprecedented 
appreciation of all values, involved other markets and 
important centers in Europe which made strenuous 
efforts to retain their gold and other specie; so that not 
only was there everywhere a formidable calling in of 
debts, but all credit was completely withdrawn in all the 
important centers of the world simultaneously. 
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So profound a crisis could not but affect us, and affect 
us it did, not only stopping the influx of foreign capital, 
' "ch still enters so largely into our economic life, but 
ing almost wholly the doors of credit on us and oblig- 
us to settle in haste our debts abroad. To the above 
;t be added the fact that for several years past our 
)s have barely been even middling, and that last year 
cotton crop was lost and the com and wheat crops were 
,' poor; that all our metals and other articles of ex- 
: declined in price, especially silver, copper, lead, and 
equen; that in Yucatan a period of wild and feverish 
;ulation had ruined some of the most important firms 
even jeopardized the solidity of the local banks; that 
establishment of new industries throughout the Re- 
lic and. the construction in this capital of handsome 
dence sections had locked up considerable stuns of 
ley; and, finally, that importers, perhaps largely en- 
raged by the stability or fixity of the exchange rates, 
laid in excessive stocks of foreign merchandise which 
not been sold and yet had to be paid for. 
1 view of these causes, all of which tended to reduce 
amounts standing to our credit abroad and to oblige 
o settle our debts to foreign countries, it is not to be 
idered at that the exchange market became seriously 
cted, and the commission, if it was to fulfill the most 
ortant of the functions which the law and the confi- 
ce of the Government had intrusted to it, could not 
to interest itself in this matter, and, in consequence, 
:ted with decision. 
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Not only was the supply of foreign exchange manifestly 
insufficient to meet the demand, but our banks and bank- 
ers, in spite of meritorious sacrifices, had reached the Umit 
of their individual credit. Moreover, the cash holdings 
of the banks had fallen off considerably, and while it is 
true that their discoimt operations had also largely in- 
creased, they could not easily reahze on them without 
occasioning bankruptcies and suspensions of payments. 

The Government sought to remedy these evils by means 
of sundry provisions and other measures which aimed at 
preventing the banks of issue, particularly the banks of 
issue m the States, from persisting in the mischievous prac- 
tice of locking up their assets and resoiu*ces in long-time 
transactions, encoiu*aging them, even in their own despite 
and regardless of the clamor of mistaken public opinion, to 
reduce their loans to within the limits marked by prudence 
and to strengthen their holdings in cash. But none of 
these precautions availed rapidly to ward off the crisis in 
exchange, which called for measiu*es of a totally different 
character. 

Rich and powerful nations, whose cturency has from 
time immemorial been based on the broad foundation of 
an abimdant circulation in specie, have recoiu*se, imder 
such circiunstances, to the exportation of a portion of 
their gold coin, which loses none of its value when going 
abroad beyond the relatively inconsiderable cost of trans- 
portation; and thus we very frequently observe gold sov- 
ereigns arriving in America or American double eagles go- 
ing to Etuope, and alternately serving to settle the bal- 
ances of the immense trade and transactions of every kind 
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of the Old World and the New, We shall be able to do the 
same, no doubt, in tune, if peace and pubHc order, which 
are the foimdations of oiu* business prosperity, are not dis- 
turbed, for the possibiUty of doing it is one of the many 
advantages of our adoption of the gold standard; but to 
export our gold money, at a time when there was not much 
of it and we had just got hold of it, and that to the surprise 
of not a few among us, would have been simply an act of 
folly which pubHc opinion both at home and abroad would 
at once have stigmatized as ruinous and which alone might 
have been capable of compromising not only the success 
of the monetary reform but the material progress of the 
RepubUc in all its branches. It was necessary, therefore, 
at all costs to save our gold coins from exportation; and 
after using up almost the whole of the fimd for the regula- 
tion of the cmrency and a portion of that part of its re- 
serves which the National Exchequer with praiseworthy 
foresight holds in gold in Etuope (£900,000) the commis- 
sion availed itself of its own credit, with exact and scrupu- 
lous regard for the provisions of the law as to method, con- 
ditions, and restrictions. 

Thus, early in January, 1908, arrangements were made 
with a group of French bankers, at whose head was the 
powerful institution known as the *' Banque de Paris et des 
Pays-Bas, " whereby the commission was authorized to 
draw on them at three months from date, to the order and 
with the indorsement of the National Bank of Mexico, for 
25,000,000 francs, the drafts to be renewable once only for 
the same length of time. The conditions of this loan, 
which in its form was quite usual and strictly adjusted to 
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mercantile practice, were the conditions that are custom- 
ary in such cases, nay, rather more favorable; a commis- 
sion of three-eights per cent on acceptance and one-fourth 
per cent on payment was stipulated, and the drafts were 
discoimted at the cturent rate of the Bank of France. 

Other measures had been devised and other prepara- 
tions had been made in other markets m the possible 
event of the 25,000,000 francs not being sufficient to tide 
over the difficulty; but fortimately no further sum was 
necessary, for conditions gradually improved, and the 
only problem that demanded attention was how to meet 
in July, 1908, the drafts made in January of that year 
which had been renewed when maturing in April. The 
conditions of the exchange market, as has been said, had 
been improving and the supply of drafts sufficed for the 
demand, even enabling the banks to cover the balances 
standing against them; but beyond this the improvement 
did not go. Arrangements were therefore concluded 
at New York toward the close of May, 1908, for the com- 
mission to issue six-month 4X P^r cent notes at 99^ per 
cent, also to the order of the National Bank of Mexico, 
and indorsed by that bank, for $2,500,000 United States 
currency, which was used to take up in the following July 
13,000,000 francs of the drafts which had been renewed 
in April, the remaining drafts — i. e. , for 1 2,000,000 francs — 
being again renewed so as to mature in the following 
October. Even when this month arrived, the supply of 
exchange was far from being plentiful, and it was necessary 
to make another issue of six-month notes in New York 
for $2,500,000 United States cturency to pay off the 
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ice of 12,000,000 francs of the Paris drafts, thus 
ing up that transaction. But the object sought had 
attained; better times had come to foreign markets; 
less had almost entirely become normal again; and 

capital, including the proceeds of the bond issue 
ssfully floated by the institution of loans for irri- 
n works and the encouragement of agriculture, was 
1 flowing into the Repubhc, as usual, enabling the 
aission to meet its obhgations at New York at, nay, 
e, maturity. In like manner that portion of the 
reserves of the federal treasury held in Europe of 
1 use had been made was refunded, and at the close 
e fiscal year 1908 the commission had placed once 

with its correspondents in London and New York 
ortions of the fund for the regulation of the currency 
1 it is in the habit of keeping on hand in those cities 
vhich amounted on Jime 30 last to £16,945 i6s, iid. 
$3,666,664.18 United States currency, respectively. 

complete the information under this head it must 
tated that the commission created another fund 
id on which to draw by shipping and selling the 
stic gold bulhon which, as already explained, 
in the habit of acquiring at this capital. The' detail 
lese shipments {Annex No. 10) shows that the pro- 
i in Mexican currency, at the legal parity, of 
'9.120984 kilos of gold shipped, were $15,286,741.24 
ved by the commission, as against a cost, including 
it charges and other expenses, of $15,342,343.81, 
ting in a loss of i£55,6o2.57, which is a httle more 

3.62 per mill or 36.2 cents per $100. This loss, 
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calculated, as has been said, at the legal parity, was 
ultimately reduced to $53,706.59, as part of it was re- 
covered when the commission sold its drafts. 

These facts afford, it is to be hoped, a clear view of 
one phase of the question; but another and not less 
interesting one remains to be referred to. 

What use was to be made of the proceeds of the foreign 
exchange when sold? It seems proper, in this context, 
to remember that, according to article 30 of the law 
of March 25, 1905, that part of the fimd for the regulation 
of the currency which is kept in the Republic and which 
was the part in question, "must consist of specie, and, in 
exceptional cases, of gold or silver bullion intended for coin- 
age, to the exclusion of bank notes or any other security/' 
According to this article, therefore, it would have been 
absolutely necessary to withdraw from circulation sud- 
denly, say within a week, large volumes of specie, ex- 
ceeding probably at certain moments the sum of 
$20,000,000. Now, the effect of such a contraction of 
the currency would not only have been disastrous to busi- 
ness in general, causing an abnormal rise in the rate 
of discoimt, which already stood at 10 per cent, but 
would also perhaps have injured the credit of our banks, 
which, as it was, remained imimpaired, notwithstanding 
the fact that their cash holdings, as already stated, had 
been materially curtailed. 

The commission therefore considered it expedient and 
opportune to engage in certain banking operations, by 
means of which it was enabled to maintain in circulation 
in the country the proceeds of the foreign exchange sold 
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by it, acting in this respect in complete conformity with 
section H, article 3 of the law of April 3, 1905, by which 
the commission was created, and which permits it "to 
make use of the regulating fund for all banking transac- 
and for the exchai^e of coins in a manner tending to 
ote stability in the rates of foreign exchange and to 
interior currency requirements." The commission 
t legally have taken this action on its own authority, 
le law above mentioned enables it to " exercise freely, 
e exclusion of any other authority," the attributions 
1 the article already quoted enumerates; but the 
:ion was a new one ; it was possible that an error of 
aent might be committed in the operations contem- 
1 ; and the commission preferred to solicit the authori- 
1 of the finance department, not only for the transac- 
in general, but in each concrete case. The authori- 
1 in question was secured, and the approval of the 
tment given for each separate loan, 
this way loans were made aggregating $11 ,000,000, at 
us rates of interest not exceeding 9 per cent, to a num- 
f companies and corporations; but these loans were 
cases guaranteed unconditionally by one of the three 
ipal banks of the capital, and in one case by all three 
) jointly, while in another case the loan was secured 
st-class collateral. The commission also used some 
funds in purchasing from the same banks certain 
;lass securities, including bonds of the 3 per cent 
or consolidated debt and bonds of the International 
Mortgage Bank of Mexico, These purchases aggre- 
$2,624,000. 
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The mercantile character of these transactions seems a 
sufl&cient reason for not entering into the details thereof 
in this report, which, by its very nature, is intended for 
publication. Suffice it to say that all figure in full on the 
books of the commission and that the several accounts 
were liquidated in due course without any difficulty. As 
for the securities purchased, they were realized as soon as 
the conditions of the market made it possible. 

^As to the pecuniary results of these manifold transac- 
tions, they were as follows, considered apart from other 
operations in exchange during the course of last fiscal 
year: 

Discounts, commissions, and expenses on 62,000,000 francs, 
viz, 714,617.70 francs, which at varying rates of exchange 

^ amounted to $276,354.34 

Interest, commissions, and expenses on $5,000,000 United 
States currency, viz, $111,902.28 United States currency, 
which at varying rates of exchange amounted to 224,688.34 

Commissions paid to the National Bank of Mexico 5, 022. 82 

Total of discoimts, commissions, interest, and ex- 
penses 506, 065. 50 

Loss in remitting 25,000,000 francs $90, 434. 03 

Loss in remitting $5,000,000 United States cur- 
rency 9, 069. 00 

Loss in remittances 99, 503. 03 

Gross loss 605 , 5 68. 5 3 

Less interest earned in Mexico and abroad 567, 476. 07 

Net loss 38, 092. 46 

On the other hand, the operations in bonds and other 
securities resulted in a profit, as follows : 

Cost of bonds and other securities bought $2, 624, 000. 00 

Coupons collected and selling price realized 2, 700, 392. 50 

Profit -.L 76, 392. 50 
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On the whole, then, the various operations may be said 
to have been wound up with an actual profit of $38,300.04; 
but on the books of the commission, it is credited with the 
rofit of $76,392.50, for the general treasury, by order 
; finance department, refunded the $38,092.46 lost on 
ransactions in Paris and New York, 
conclusion, it seems proper to state that the dealings 
le commission in exchange have been effected not 
tly by the sale of drafts to the public, which, yn 
mt of its being so unusual, would have attracted 
ition and perhaps occasioned some alarm, but by 
ng over the drafts for sale to the banks of the capital 
acing funds at their disposal in different foreign cen- 
:o be drawn against. Thus, as the pubfic found that 
;quirements in the matter of exchange were being 
in the usual form and through the usual channels, no 
,e stimulus was apphed to the demand, as would have 
the case if the ordinary practices had been departed 
and if the intervention of the commission had been 
isive, though, on the other hand, no mystery was 
; of the matter. 

V. 

EGATE RESULTS OF OPERATIONS FROM MAY I, 1905, 
TO JUNE 30, 1909. 

ith a view to the ready comprehension of the aggre- 
results of operations from the creation of the exchange 
currency commission to June 30, 1909, profit and 
iccoimts for each of the fiscal years embraced in the 
d have been drawn up, as well as a general rfeum^, 
;he following reflections seem in order: 
348 
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The commission received $10,000,000 as a fund for the 
regulation of the currency. Operating with that fimd and 
never going outside of the limitations or the methods laid 
down by the law under which the commission was created, 
it has attained the following results : 

1. It has retired from circulation and demonetized the 
following amounts: 

Old gold coins $737»674.85 

Old subsidiary silver coins 11, 732, 511. 01 

Copper cents 332, 668. 07 

Central and South American pesos circulating in the 

State of Chiapas 333, 57 1 . 00 

Central and South American subsidiary coins circulating 

in the State of Chiapas 533, 452. 05 

Mexican silver pesos __ 72, 800, 277.00 

Total 86,470, 153.98 

2. It has coined and put into circulation the following: 

Gold coins $83, 386, 500. 00 

Silver pesos 10, 105, 000. 00 

Silver 50, 20, and 10 cent pieces 32, 623, 543. 30 

Nickel 5-cent pieces _'_ 904, 308. 00 

Bronze 2 and i cent pieces 936, 418. 90 

Total 127,955,770.20 

3. It has purchased refined silver bars to the value of 

5!^>509i033.ii. 

4. It has purchased refined gold bullion to the value of 

$52,096,882.38 and has exported same to the value of 
$15,342,343.81. 

5. It has reaUzed for the federal exchequer a profit of 
$8,102,091.15, which is more than 81 per cent in four years 
and two months, increasing the fund for the regulation of 
the currency to $18,102,091.15, which was its amotmt on 
June 30, 1909. 
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'inally, the stability of foreign exchange, which is 
indamental object of the commission's labors, has 
nvariably maintained, not excepting one single day, 
Tyone knows, and to present a table showing the 
light oscillations that have occurred in the rates of 
age, owing to the exigencies of dealings in arbi- 

rather than to any other cause, would be quite 
luous. Suffice it to say that the rates for sight 

were, respectively, as follows on the dates named: 
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illy the maximum and minimum rates during the 
Deriod have been as follows: 
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VI. 

CONSIDERATIONS AND OBSERVATIONS OP A GENERAL 
CHARACTER. 

ireful observation of facts with which it has had to 
which it has witnessed at close range, has enabled 
immission to form opinions on some matters con- 
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nected with the monetary reform, and, therefore, it does 
not seem out of place to include in this report certain con- 
siderations of a general character. 

In the first place, it is worth while noting that the domes- 
tic production of refined gold shows a marked tendency 
to increase. In the fiscal year 1905-6 the amoimt 
bought was, in roimd numbers, only 3,538 kilograms; next 
year it rose to 9,548 kilograms; the year following it was 
10,239 kilograms, and in 1908-9 it reached 15,747 kilo- 
grams, with a coinage value approximating $21,000,000. 
These figures warrant the expectation that, as soon as 
equilibrium shall have been thoroughly restored in ex- 
change conditions, which assuredly will only be a matter 
of a few months, it will be possible to resume the coinage 
of gold, of which the supply is still inconsiderable, although 
the $83,000,000 coined is not far short of the total quan- 
tity of silver pesos withdrawn from circulation. But a 
gold coin is everyivhere propitious to hoarding, and espe- 
cially is this the case with us, so Uttle accustomed to em- 
ploy a gold currency or to turn our acciunulations to profit- 
able account, and it is to be observed that for some time 
past very few gold coins circulate, and, as we shall see 
more in detail later on, only about $50,000,000 of the 
cash holdings of our banks consist of gold, the remainder 
of the grand total of about $85,000,000 being silver. 

It is true that the commission generally holds about 
six or seven million pesos in gold, and the general treas- 
ury of the federation another ten or eleven million, the 
gold circulation held by the public being something like 
$15,000,000. But this latter simi is doubtless hoarded, 
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for it is the daily experience of the banks that the gold 

which they pay out over their counters is very long in 

returning to their coffers. Hence they now frequently 

— '—e to pay out gold, and this circumstance serves to 

ase the demand, by virtue of the social phenomenon 

ed to elsewhere in this report. Now, the commission 

the opinion that efforts should be made to increase 

ich as possible our stock of gold money, so that when 

^ exchange becomes scarce our banks and bankers 

be enabled to ship gold specie abroad without caus- 

ilarm or producing any perceptible curtailment in 

'olume of our circulating medium. Only then will 

possible to declare the coinage of gold free and attain 

e plenitude of currency reform. It will be said that 

ame result can be achieved by holding gold bullion, 

a certain extent this is true as long as the exchange 
;urrency commission remains in existence; but that 
lission, owing to its very nature, is a temporary 
lization, and, besides, in order that the monetary 
n may become a fully accomplished fact the cir- 
ion must operate automatically, and to that end it 
;essary to accustom the pubhc of all ranks to make 
if gold coin in their daily transactions and not to 
d it as a mere rare curiosity. 

regard to silver, nickel, and bronze subsidiary coins, 
apply seems to meet the requirements of circulation, 

1 that they do not accumulate in the banks, which 
ally hold from 5,000,000 to 6,000,000 pesos in such 
, while the remainder, or about 28,000,000 pesos, is 
: hands of the public, completing the 34,500,000 pesos 
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of such coins struck. It is to be observed, nevertheless, 
that certain agricultural centers, especially Toluca, Puebla, 
Morelia, and Aguascalientes, frequently accumulate in 
their local banks and in the local branches of the National 
Bank of Mexico considerable quantities of the coins in 
question which are needed elsewhere. The commission 
has made every endeavor to obviate such accumulations, 
which, among other drawbacks, entail an unnecessary out- 
lay, sometimes on the Government and sometimes on the 
banks and private persons, for transportation of these coins. 
But so far it seems that the evil can not easily be eradicated. 
The service of free exchange of subsidiary coins for 
silver pesos, and vice versa, in amounts of $ioo or exact 
multiples thereof, for which provision is made by article i6 
of the law of March 25, 1905, has not yet been established, 
for the order of the finance department of April 20, 1905, 
deferred sine die the designation of the public offices having 
charge of this service, as at that time the coinage of the 
new currency had not begun. Later a difficulty arose in 
the fact that article 1 6 speaks of the exchange of subsidiary 
coins for silver pesos, and vice versa, without making any 
mention of gold; and as the commission undertook, with- 
out expense to private parties, to distribute the new cur- 
rency all over the Republic, as well as to transport the 
silver pesos exported, the necessity of such a service has 
not been very urgently felt. Nevertheless, it is time that 
it should be established, and the commission considers that 
it would be well to confide the service in question not to 
pubUc offices, as it is hardly compatible with their proper 
functions, but to the National Bank of Mexico and its 
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numerous branches all over the Republic. The annual ex- 
itailed by this service would be insignificant com- 
th its utility. Moreover, it should seem necessary 
d article i6 in such manner as to provide that the 
e oflBces shall for subsidiary coins pay out either 
SOS or gold coins and subsidiary coins for gold coins 
pesos, whichever the public chooses to present, 
it shall not be obligatory but optional to give gold 
nge for silver pesos, or vice versa, in order to pre- 
E danger of loss in the event of silver rising again 
realize the contingency mentioned in article 1 2 of 
etary law as well as the danger of an immoderate 
val of gold from the banks for speculative purposes, 
smmission has followed closely month by month 
lus phases presented by the transformation of our 
y system and to this end has availed itself of the 
sheets of the banks and other institutions of 
sgularly published by the finance department as 
f the tables courteously fimiished by the National 
Mexico showing holdings in cash at the head 
this capital and in its several branches. And 
substantial fund in cash has been created in the 
xeasiuy of the federation, account has also been 
it in determining the amount and kinds of our 
letallic currency. The publication in connection 
s report of the monthly tables that have been 
p would not be without interest; but the more 
it of those tables are the ones corresponding to 
id comprised between January 31, 1907, and June 
afld based thereon three rfeumfe have been formed, 
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including each kind of coin — gold, silver pesos, and sub- 
sidiary coins of every kind. (See Annexes, Nos. 11,12,13.) 

A comparative examination of these tables suggests some 
interesting reflections, but to enter into them would swell 
this report to undue proportions, and the only point that 
will be referred to is the important question, as yet undeter- 
mined, as to the amount of specie circulation in the RepubUc. 

The new money of all kinds coined, as has been said, is 
$127,955,770.20. Of this total, fiscal statistics show that 
none has been exported except the truly insignificant sum 
of $29,990, in gold (in the fiscal year 1906-7), which may 
be left out of account. 

Now the banks, the general treasury, and the commission 
on June 30, 1 909 , had cash holdings of the following amoimts : 

In gold $67, 889, 015. 00 

In silver pesos 30, 099, 472. 00 

In subsidiary coins 6, 293, 370. 99 

Total 104, 281, 857.99 

Amount in the hands of the public or in 

actual circulation: 

In gold $15,497,485.00 

In subsidiary coins 28, 170, 899. 2 1 

43,668,384.21 

Total 147,950, 242. 20 

Amount coined 127,955, 770. 20 

Excess of circulation over coinage 19, 994, 47 2 . 00 

This difference is undoubtedly due to the fact that the 
public has returned to the banks and to the general 
treasury an equivalent sum It least in old silver pesos, 
for if we consider the total amount of silver pesos held 
by the banks and the general treasury on June 30, 
1909, viz ^_ 30,099,472.00 

And even assuming that those holdings include all the 
new silver pesos coined (a fact which it is impossible to 
determine), viz__ _ 10, 105,000.00 

We get the above-named difference of 19, 994, 47 2 . 00 
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On the other hand there must still be in drculation con- 
siderable amounts of the old subsidiary coins, to judge by 
:t that the commission retired those coins during the 

of the fiscal year ended June 30, last, at the rate of 
KX)j>er month, in round figures, and moreover it is to 
served that the holdings of the banks in silver pesos 
increased steadily from month to month since Sep- 
r, 1907. 
at is the amotmt of these two tmknown quantities 

problem of determining the volume of specie in cir- 
jn? This question it is impossible to answer; the 
hing quite certain is that on June 30, last, the amoimt 
pesos, i. e., of pesos prior to the monetary reform, was 
4,472 which must be added to the $i2-,955,770.20 of 
linage. 

h is the conclusion attainable for the time being, but 
ier to determine conclusively and definitively the 
■y's specie circulation — a result which is important 
uiy accounts and not a mere cinious statistical 
1 — it would be necessary to adopt measures of an- 
sort, of which perhaps the most efficacious would be 
ree the demonetization of the old subsidiary silver 
jud the copper cent, fixing a suitable period of time 
which they would cease to be legal tender. These 

especially the silver 25 and 5 cent pieces and the 
: cent, are a stumbhng block in our circulation and 
se to confusion from which the humbler classes, par- 
ly entitled to the protection of the law and the 
•ities, are the chief sufferers. Yet, even the demone- 
m proposed might be detrimental to those same 
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classes if the outstanding amounts of the old coins are still 
considerable, owing to the abuses frequently committed 
by petty merchants in refusing prematurely to receive the 
coins that are going to be demonetized; and so the best 
course seems to be to expedite the retirement and recoinage 
of the old subsidiarycurrency ; and to this object the com- 
mission will address itself now that its other work leaves it 
free to do so. 

Coimected with the above subject is the question of the 
striking of a new silver peso, and it will not be out of place 
to say a few words on this topic. 

In connection with the first centennial of our Independ- 
ence, which will be celebrated next year, the finance de- 
partment has ordered the preparation of a new die for the 
silver peso, which, while departing from the traditional de- 
sign of our historical coin, is much more artistic, being the 
work of one of the most famous engravers in Europe. This 
die might well be adopted, not only for the peso of 1910 but 
for aU time, serving for the remintage of the old pesos, for, 
as specialists are well aware, and as an experience of more 
than four years has fully proved, the old Mexican peso is no 
longer particularly sought for on accoimt of its time-hon- 
ored emblems or for use as money in certam parts of the 
Far East, but exclusively on account of the quantity of 
refined silver which it contains. Of the many milUons of 
pesos exported since November, 1905, not a single one, 
though many of them were completely new, was sold other- 
wise than for its bulUon value, and it appears that all of 
them went to the melting pot. Those communities in the 
Far East which formerly used our peso for currency pur- 
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poses have now a currency of their own or use the money 
minted for them by the EngUsh, of the same fineness as our 
peso and superior in design; and the advantage which 
many persons supposed Mexico might derive from the re- 
tention of the traditional design of her peso belongs to con- 
ditions that are now long since past apd are never likely 
to prevail again. 

Again, as the finance department is aware, there are 
strong grounds for believing that at certain points on 
our northern border -silver pesos are smuggled into the 
country, in defiance of the law, and though these impor- 
tations, made chiefly by laborers having their homes on 
this side of the line who are paid in Mexican pesos for 
work done on the other side, may not be considerable^ 
they nevertheless constitute a proof that contraband opera- 
tions of this nature are possible, and whether the pesos 
thus introduced have only been recently exported or 
whether considerable quantities of the coin are held in 
American border towns — it is not known which is the 
case — the fact remains that the clandestine introduction 
of pesos is illegal, and to a greater or less extent detri- 
mental, all of which would be radically avoided by recoin- 
ing the present peso and later on demonetizing all pesos 
bearing the old design. 

By this means, also, it- would be possible to find out the 
volume of the Republic's specie circulation, provided 
that the copper cent and the old subsidiary silver coins 
were likewise demonetized. But it must be borne in 
mind that the operation would be an expensive one, on 
which account it would perhaps be advisable to distribute 
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it over several years, for the cost of mintage, freight 
charges, wear and loss in minting are considerable, espe- 
cially when millions of coin have to be handled. 

There seems to be no question as to the desirabiUty of 
putting a stop to the circulation of **cachuca'* coins in 
the State of Chiapas, and if the importation of Central 
and South American coins is not absolutely prohibited, 
under penalty of their being melted down into bars at 
the cost of the importer, it is at least obviously expedient 
that the federal and local authorities of the State in ques- 
tion, especially the local authorities, should be reminded 
that they are not allowed to receive in payment of taxe^ 
and other pecimiary liabiUties any other than national 
currency; and the attention of private parties should in 
particular be drawn to the terms of article 26 of the 
monetary law, whereby they are forbidden, under penalty 
of a fine of the second class, to make payments by means 
of any instrumentality other than the legal coin of the 
RepubUc. At the same time the commission will take 
steps to increase the supply of subsidiary coins in that 
region and will buy up the *'cachuca*' coins purely at 
their bullion value, in order not to cause loss to the per- 
sons who in good faith have come into possession of them, 
and by these concurrent measures it is to be hoped that 
this anomaly in our currency system, which is unique^ 
will soon disappear. 

It would be very interesting to learn and to be able to 
state in figures the saving which the nation has reaUzed in 
its payments abroad as a consequence of the monetary 
reform, of which the immediate and chief effect has been 
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to dissociate the rates of foreign exchange from the price 
of silver. Some efforts have been made to arrive at nu- 
merical results, even though approximate, in so important 
a matter, but, unfortunately, complete data are lacking, 
owing to the absolute impossibility of finding out exactly, 
or even approximately, the amount of our economic bal- 
ance, if among the factors thereof are to be included, as 
they would have to be included, all our Uabilities abroad 
for premiums, interest, dividends, repayment of capital, 
and other accounts, in connection both with the national 
debt and the debts of private parties. So multifarious and 
complex are our business relations with foreign parts, and 
so varied are the conditions under which' they are con- 
ducted that it is no exaggeration to say that it is almost 
impossible to determine the amount which we have to 
remit abroad year by year. It will be remembered that 
the monetary commission which met under the auspices 
of the finance department in 1903, in order to study our 
currency problems, was imable, in spite of its manifold 
investigations, to reach any definite result on the subject. 
The treasury statistics, for example, to take a very clear 
case, give us the figures of imports and exports ; but they 
do not and can not tell us what portion of the imports, 
such as machinery and other articles, represents new per- 
manent investments in the country and has not to be 
paid for, at any rate, at once, nor what portion of the values 
exported remains abroad, being spent by Mexicans for travel- 
ing or living expenses. And so on, in regard to all ascertain- 
able figures. In regard to each, observations suggest them- 
selves which show that it would be a gross error to take them 
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lightly as a sure basis for calculations as to the balance of lia- 
biUties which we are called on to settle abroad. Moreover, 
circumstances have changed radically since that date, and 
it is quite certain that the figures of 1903 would be as unre- 
Uable now as the present figures will be in six years' time. 

It is, in consequence, necessary to give up the hope of 
arriving at a complete solution of the problem; but what 
can be done is to determine, with close approximation to 
accuracy, the amount which the coimtry, owing to the 
stability of exchange rates, has saved on certain obligatory 
remittances representing interest and sinking-fund service 
on gold debts contracted by the Government and some of 
our more important corporations. 

Now, under the budget for last fiscal year, 1908-9, the 
Government had to remit abroad the following sums: 

U. S. currency. 

For the service of the public debt £1,505,000 $1,860,000.00 

For salaries and expenses of legations and 

consulates.. 70,500 325,000.00 

i» 575. 500 2,185,000.00 
Furthermore, from reports officially secured 

from the managements of some of our chief 

railways, the latter remitted abroad during 

the fiscal year 1908-9 the following sums: 

Mexican International 1,370,000.00 

Interoceanic _ 226,980 372,864.90 

Mexican Central. _ 3.564, 131.08 

National Railroad of Mexico i, 255,000.00 

National Railways of Mexico 5, 905, 000. 00 

Mexican Railway 280,400 244,152.69 

United Railways of Yucatan 285,761. 16 

Mexican Tramways Company 2,008 519,461.88 

Total - _ 2,084,888 15,701,371.71 

These sums, at the average exchange rate which was in 
force, viz, 24.5od. and $0.4975 United States currency, 
respectively, entailed a disbursement in Mexican ciuxency 
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of $51,983,897.99, whereas if the same sums had been re- 
mitted at the average rate of exchange that would have 
prevailed if depending on the average price of silver, viz, 
i9.85d. on London and $0.3980 (gold) on New York, the 
disbursement in Mexican currency would have been 
$64,658,396.54, or a gain of $12,674,498.55. 

Examples might be multipUed almost indefinitely; 
but this seems useless, when all are convinced of the pri- 
mary truth that unfortimately the financial balance is 
still against us and, like all young nations in the early 
stages of their development, we are permanen|:ly in debt 
to foreign countries and can only wipe out that liabiUty 
definitively by increased productiveness, while meeting it 
provisionally through the investment of foreign capital 
which older nations send here for the cultivation of oiu* 
soil and the exploitation of oiu* other natiu-al resources. 

For the rest, the Government of the nation well knows, 
and has long known, while the immense majority of the 
inhabitants of the Republic, giving proof of their soimd 
sense, have also become convinced of the fact, that what 
the RepubUc needs for its aggrandizement is the construc- 
tion of more railways, the opening up of new routes of 
communication, the carrying out of extensive irrigation 
works, the encouragement, on a liberal and ample scale, of 
agricultiu-e, industrial enterprises, and immigration, so that 
opportunities for lucrative endeavor may be multiplied 
and, like oiu* northern neighbors, we may be enabled to pay 
back the borrowed capital of which we now stand in need 
and may come to have an economic life of our own. ' 

. The silver-mining interest still complains, it is true, 
of the aboUtion of its time-honored right of free coinage, 
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which was nothmg but a privilege by virtue of which 
all the inhabitants of the nation had to buy the product 
at a fixed price, and at the cost of an actual decline 
in salaries and wages, though in appearance they might 
seem to rise, and of a depreciation, as unjust as it was 
general, in every branch of public and private wealth. 
The mining interest, in thus complaining, forgets that 
under the new regime, it alone profited, as, indeed, was 
only fair, when the price of silver rose, selling it not at 
the old coinage value of that metal, which was $40.91 
per kilogram, but at $43 and even more; it also forgets 
the permanent reduction in taxes decreed in its favor 
when the monetary reform came into force, and that it 
also derives advantages from the fixity of exchange 
when it makes purchases abroad of machmery, tools, 
apparatus, and many other articles which it needs in 
the development of its industry, an industry which is 
important, very important indeed, and one in whose for- 
tunes we ought all to feel a concern, but which, after all, 
is, fortunately, not the nation's only industry. 

The department of finance, to which this report is 
addressed, will, no doubt, pardon the commission for 
thus exammmg the monetary question m its general 
aspect, when the object of such report is more immediate 
and modest and when the commission ought, perhaps, 
to confine itself to considerations of a more specific 
character. The commission can only plead in excuse 
the motive tmder which it has acted, viz, that having 
been created to cooperate in the realization of an object 
set before itself by the Government of the nation, • it 
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should not be charged with irrelevancy when it afl&rms 
and seeks to prove once more that the object in question 
is sound, just, patriotic, and praiseworthy. 

It seems desirable to make another observation which 
also perhaps does not come directly within the scope of 
the commission, but which is necessary for the complete- 
ness of the present report. 

It has been said that the fund for the regulation of 
the currency has increased from ten to more than eighteen 
million pesos; and this statement, without explanation, 
might create the impression that the difference between 
the two sums mentioned constitutes a net profit to the 
federal exchequer, giving rise to imfavorable comment 
on the part of the pubUc, as the privilege of coining 
money ought not, according to the principles of a soimd 
and careful administration, to be a source of revenue to 
the state, for it seems like taking advantage of the com- 
munity to obUge it to accept for currency purposes a 
piece of metal of which the nominal value is higher than 
its intrinsic value. Incidentally, it may be remarked 
that this evil bears an inverse ratio to the value of the 
coin, and that in many cases, in order to satisfy certain 
requirements as to hardness, etc., the currency has to 
be alloyed with certain inferior metals. In any case, 
it might be supposed that the commission was taking 
credit to itself, a credit to which it acknowledges it is 
not entitled, for having earned for the exchequer a net 
profit of more than ¥=2,000,000 per annum during the 
four years of its existence. 

The finance department and all persons acquainted with 
otu- monetary legislation know very well that this is not 
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the case. The law of March 25, 1905, to which reference 
has been so often made, lays down (art. 29) that '* the only 
expenses or losses that will be charged to the fund are 
those that may be incurred strictly in connection with the 
deposit of said fund, the handling or remittance of specie 
or bars of the precious metals constituting it, and the 
transactions in foreign exchange effected with it." Article 
29 goes on to state that **all other expenses that may be 
incurred, either in the form of salaries to employees, coinage 
of money, or any other purpose, will be met out of the 
appropriations provided by the budget of expenditure." 

Under this clause, of which the object is to bring about 
the gradual and insensible^crease of the f imd for the regu- 
lation of the currency, the disbursements for the above- 
named purposes, as far as the commission has been able 
to ascertain from its own accounts, and the statements of 
the federal treasury presented every year to Congress, were 
as follows from May i, 1905, to June 30, 1909: 

Salaries and expenses of the commission __ $119, 248. 74 

Salaries and expenses of the Mexico City mint, including the 
wear of money recoined and loss in the process of coinage : 

Fiscal year 1904-5 (two months), approximately 89, 125. 56 

Fiscal year 1905-6 461,786.23 

Fiscal year 1906-7 .: 500, 448. 91 

Fiscal year 1907-8 ' _ 397, 044. 86 

Fiscal year 1908-9 (subject to revision, the accounts for 

the year not having been fully made up) 383, 185. 22 

Expenses of mintage of money abroad (hot including 

cost of metal) __ _ 527, 856. 71 

Freight charges paid by the general treasury of the 

federation and the Mexico City mint 271, 073. 96 

Total 2, 749, 770. 19 

Deducting the above sum from the increase which there has 
been in the fund for the regulation of the currency, viz.. 8, 102, 091. 15 

The actual profit is reduced to 5, 352, 320. 96 
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Perhaps even this figure is not quite correct, and it may 
still be necessary to make further deductions from the 
amount of profits realized; but even as it is, it will be seen 
that the net profit to the federal exchequer is substantially 
smaller than the total increase in the fimd for the regula- 
tion of the currency. 

By the express desu-e of the members of the commission 
and as an act of strict justice, the undersigned places on 
record that in the discharge of their functions they have 
been aided by the good will and efficient cooperation of all 
the authorities, of many banking firms of this capital, of 
almost all the chartered banks of the Republic, and par- 
ticularly of the National Bank^of Mexico, which, in a man- 
ner befitting its position as the foremost of our institutions 
of credit, has contributed, with all the manifold elements 
at its disposal, to facilitate in every way the labors of the 
commission, not only fumishmg it with data and informa- 
tion of special interest, but affording it aid and material 
assistance, whenever necessary, with the imwavering de- 
termination of uniting its efforts with those of the Federal 
Government to maintain the fixity of foreign exchange 
rates, an object in whose attainment both the board and 
higher officials of the bank always expressed the utmost 

confidence. 

VII. 

PERSONNEL OF THE COMMISSION. 

According to the law whereby the commission was insti- 
tuted, its ex officio chairman is the minister of finance and 
public credit, and in that capacity Sr. Lie. Jos6 Yves Li- 
mantotu: has always done it the honor of presiding at its 
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sessions, following very closely and with untiring interest 
the commission's debates and allowing the subcommission 
or executive committee to address to him all the frequent 
queries that were involved in its daily work — the work of 
which it has charge by virtue of its internal regulations — 
when the matter at issue was too urgent to brook delay. 
During the few months in 1906 when Sr. Limantour was 
absent, Sr. Lie. Don Roberto Nunez, subsecretary of 
finance and acting minister, performed Uke functions with 
the same painstaking assiduity. 

Furthermore, and also according to the law by which 
it was instituted, the commission consists of nine members, 
two of whom are members ex officio, viz, the general 
treasurer of the federation and the director-general of 
the mints; three are appointed, severally by the National 
Bank of Mexico, the Bank of London and Mexico, and 
the Mexican Central Bank from among their directors or 
higher officials, and four are appointed by the Federal 
Government. 

The following have belonged or still belong to the com- 
mission through the above-named appointments: 

As treasurer-general of the federation, Don Manuel de 
Zamacona i Inclan, and since his resignation in April, 1906, 
Don Javier Arrangoiz. 

As director-general of the mints, Eng. Manuel Fernandez 
Leal, until his lamented death on July 2 last, and later 
his successor in that office, Don Miguel de Mendizabal. 

By appointment of the National Bank of Mexico, Don 
Gustavo Struck, until February, 1906, when his regretted 
demise occurred; after him, Don Luis G. Lavie imtil Jime 
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21, 1908, when, unhappily, he too died; and subsequently 
Don Ernesto Otto, all directors of the bank. 

By appointment of the Bank of London and Mexico, 
Don Enrique Tron, one of its directors. ' 

By appointment of the Mexican Central Bank, Don 
Federico Kladt, assistant manager. 

The members appointed by the Federal Government, 
such appointments being renewed at the close of each 
fiscal year, have been Don Andres Bermejillo, head of the 
old and well-known firm of Bermejillo & Co., of this capital; 
Don Hugo Scherer, jr., head of the banking firm which 
bears his name; James Walker, manager of the Mexican 
Bank of Commerce and Industry, established in this city, 
and the imdersigned. During a brief absence of Messrs. 
Scherer, jr., and Walker, in the year 1905, their places 
were taken, respectively, by Don Ernesto Otto, of the 
firm of Sommer, Herrmann & Co. (successors), and by 
Don H. M. Dieffenbach, manager of the Penoles Mining 
Company. Although Mr. Scherer, jr., is now again absent, 
the temporary vacancy has not yet been filled. 

In accordance both with the law by which it was insti- 
tuted and its internal regulations, the commission has 
elected from among its members a vice-president, and the 
undersigned has on each occasion been honored by his col- 
leagues in being clothed with that office. In addition three 
subcommittees, each consisting of three members, have been 
appointed, viz, the executive committee having charge of 
current business and business not admitting of delay, the 
second having charge of cash and bookkeeping, and the 
third having charge of office matters and office personnel. 
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The first or executive committee consists of the imder- 
signed vice-president, ex officio, Don Hugo Scherer, jr., 
and Don Federico Kladt, the second of whom has been re- 
placed, when absent, on this subcommittee by Don En- 
rique Tron; the second subcommittee consists of Don Er- 
nesto Otto, Don Enrique Tron, and Don Javier Arrangoiz; 
and the third subcommittee consists of Messrs. James 
Walker, Andrfe Bermejillo, and Miguel de Mendizabal. 

The executive committee has naturally had most to do 
with the matters coming within the commission's prov- 
ince, and the imdersigned takes this occasion of discharg- 
ing the pleasant duty of thanking his colleagues for their 
important and valued aid and the imremitting attention 
which they have devoted to the work of this committee. 

The law lays down that membership in the exchange and 
currency commission is purely honorary, and by virtue of 
this precept the members, whose names have been given, 
have received no remuneration. All of them have ex- 
pressly charged the undersigned to declare that they con- 
sider themselves amply recompensed by the honor which 
they feel in having their names associated with the illus- 
trious name of the President of the Republic and with that 
of his distinguished finance minister in the important task 
of reducing to practice, so far without a single drawback, 
the currency reform laws enacted in 1905, one of the main 
factors in the economic progress and future of this coun- 
try, to which all the members of the commission are at- 
tached, some because it is the country of their birth and 
others because they are indebted to it for a generous and 
liberal hospitality. 
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PERSONNEL AND EXPENSES OP THE COMMISSION'S OFFICE. 
On account of the simple and wholly businessUke 
ds follpwed in systematizing the work of the com- 
n, that work has been performed by a very small 
inel, which, even at times when the press of mat- 
lemanding attention was greatest, has consisted 
i a chief, Don Luis Uhink ; of a cashier, Don Rafael 
Lga; of an accoimtant, Don Jtmn Boy Munoz; a 
for correspondence, Don Adolfo Graue; two assist- 
Don Manuel Rodriguez and Don Fiacro Arrangoiz 
atter succeeding Don Juan Manual Carrillo, who 
ed); and an office boy. Moreover, from March i, 

to June 30, 1908, Don Rosendo Esparza was en- 

in the laborious task of sorting the vouchers for 
atement of accoimts that had to be rendered and 
n effect, punctually rendered to the general treasury 

federation as to all the business transacted. 
IS the work of the office has been done by a chief 
wo higher employees, a clerk, two or three assist- 
md an office boy, and it is not, therefore, to be 
Ted at that in no fiscal year has the whole of the 
priation of 50,000 pesos assigned in the budget 
: commission for its expenses been used. 
Fact, including the purchase of office furniture and 

supphes, rent, cost of books, printing, lighting, 
ilaries, the expenses have been as follows: 

1905, to June 30, 1906 - $30.*3a. 

1906, to June 30, 1907 il,927. 

1907, to June 30, 1908 33 

1908, to June 30, 1909 _ 33 

Total in four years and two months. __ 119 
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or an average of $2,384.98 per month, including the value 
of office furniture and equipment, the most valuable of 
which, viz, the safe and sample scales, costing $2,632.88, 
are as good as new. 

It should be observed that the correspondence, book- 
keeping, cash, and other departments of the office work 
have been kept scrupulously up to date; that the differ- 
ences in the cash accoimt, notwithstanding the immense 
stuns of specie of all kinds that have been handled, have 
amounted only to $1,140; that in the shipments of silver 
pesos abroad the claims for losses have aggregated only 
$1,682; and finally, that all the work of the office has been 
conducted in such manner that neither the public nor the 
members of the commission have had a single ground for 
complaint. 

The accounts for the general treasury of the federation 
(for each fiscal year ending Jxme 30) have always been 
presented before August 31, and the audit office of the 
federation has already approved the accoimts for the fiscal 
years 1905 and 1906-7. 

For these reasons the commission has charged the tmder- 

signed to thank the staff of the office without distinction 

of persons, for each in his sphere has rendered services 

which without exaggeration may be described as highly 

meritorious. ^ 

IX. 

CONCLUSION. 

It is now time, perhaps more than time, to conclude the 
present report. 

But, before concluding, the commission begs to express 
the hope that the foregoing accurate statement will con- 
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ngthen more and more the confidence which 
both at home and abroad in the success of 
reform of 1905 ever since its fimdamental 
known. Severe are the tests to which it 
especially in the last two years, and yet it 
1 them unimpaired, its maintenance not 
:d any sacrifice of any kind on the Republic, 
tion, we compare the resources that were 
905 with those now available to surmount 
y perturbation in foreign exchange, the con- 
1 success will be still further strengthened, 
had no other funds tn gold but those which 
lepartment has been accustomed to hold 
the treasury reserves began to accumulate 
nee of the annual budget surpluses, whereas 
. time those funds have not only not dimin- 
mount to £1 ,500,000 approximately. At 
10 gold currency at all in 1905 and at present 
than $83,000,000 in gold coins, of which, on 
the exchange and currency commission held 
id the general treasury more than eleven mil- 
e remainder of the fund for the regulation of 
some thirteen millions, was held on the same 
it home and partly abroad, almost exclu- 
and the domestic production of refined gold 
from $4,718,104.87 in 1905-6 to nearly 
in 1908-9, Furthermore, the experience 
ng the late crisis shows that the exchange 
commission constitutes an efficient instru- 
the regulation of exchange, when neces- 
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sary, without producing alarm or occasioning upheavals. 

And, finally, the credit of the nation has daily grown 

stronger, for from 1905 to date the Republic has shown 

that under the aegis of peace, internal and external, its 

resources have steadily expanded and every confidence 

may be felt that the sound sense of its people will preserve 

intact that essential factor of their economic, intellectual, 

and moral progress. 

(Signed) PabLtO Macedo, 

Vice-President. 
Mexico, September 2, 1909. 
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— Slaiemenl of old silver coins wiikdravm from circulaiion and sent 
to the mini for recoinage. 



RfiSUMfi. 
inlverpeacM tfi.jiS.jjo.eo 

I lubsidiary idlver coins ii.Tji.Sii.oi 

CaJ of old si[ver coins retired June 30» 1909-..*.-.,...-.... iS,a$o,B4t,ot 
3. — SlatemeiU of copper coins withdrawn from circulation and sent to 

the mini to be meUed dawn. 

II from circulation between May i. 1905. and June 30. 1901S il57.S73'85 

-nlrmil circulalion in fiarsl year 1906-7 S4. 074.06 

n from circulation in fiscal year igo]-S 109.001.60 

n from orcuUtion in fiscHl yew 1908-9 Sj.o.j.jS 

tal of coDper coins withdrawn from circutation 33a,66B,o7 

LIQUIDATION, 
sppei coins letiied between Uay I. 1905, and June 30, 1909-- t3ji.66B.0T 

1 year 1906-7 »a8.48.,j> 

I year i»o8-9 — is.946.>S 



Profit and toss account of copper coi 
Linount realized froca sole of fi.344.465 Iciios of c 
Iiec obtsined by melting down (i8,48a.ji o[ coc 

LiDount lealiied from sale of 31,790.878 kilos of ( 
IiM obtained by meltinjt down (50,511.5! 

per obtained by meltina down f 15.946.48 

« to difference between amounts realized from s 

a and tbe coinage value of the coins^ 

1 year 1906-7 



lual to amoont melted down 

I* 30. 10011. 
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AnnBX 3. — Statement of old gold coins withdrawn from circulation and sent 

to the mint for recoinage. 



Withdrawn from circulation during the fiscal year 
1905-6 - 

Withdrawn from circulation during the fiscal year 
1906-7 



Face value. 



$ai7, 149.00 
156,565.50 



373.714.50 



Value at legal 
IMurity. 



$428,643.85 
309,032.00 



737.674.85 



Msxico, June 30, jqoq. 

Annbx 4. — Statement of Central and South American coins withdrawn from 
circulation in the State of Chiapas and sent to the mint in this capital to he 
melted down and recoined into Mexican money. 





Pesos. 


Subsidiary 
coins. 


Withdrawn from circulation during the fiscal year 
1907—8 


$96,605.00 
236, 966. 00 


$287. 977. 49 


Withdrawn from drctilation during the fiscal year 
1908— 9- _ _. _-_ 


245.474.56 






333.571.00 


533.4Sa.05 



LIQUIDATION. 

Cost of coins with<](fawn from circulation dur- 
ing fiscal year 1907-8: 

$287,977.49 at 83 per cent $239,021.31 

$96,605 at 88 per cent _ 85,012.40 

Cost of coins withdrawn from circulation dur- 
ing fiscal year 1908-9: 

$231,967.50 at 88 per cent .»_ 204, 131.40 

$5,000 at 87 per cent 4.350.00 

$245,473.06 at 83 per cent 203, 742.63 

Obtained by melting and recoinage into Mexi- 
can money: 

Fiscal year 1907-8 

Fiscal year 1908-9 

Profit: 

Fiscal year 1907-8 6, 177.39 

Fiscal year 1908-9 11, 859. 76 



Mbxico, June 30, jqoq. 



$334,033.71 



412.224.03 



$330, 211. 10 
424.083.79 



18,037. 15 
754,294.89 



754.294.89 
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Annex 5. — Exportation 0/ silver pesos. 



n November, 1905, to June, 1906 _. 
ing fiscal year 1907-^ 





i::E::: 


6o.;i7.so°.DO 


36 


7t6'.ooo,oo 


- jS.o.i.soo.oo 


60 


717,500 00 



'•tatement of amourUs received in gold bidlion and foreign gold 
: equivalent oj sillier pesos exported under the law of November 



Bved at Die IfehI parity : 



ds of liquidation 



>s 


"I 


IT, 


" 




^6a 




65 




6,6 


6,, 


8,1 






966 






S6i 


r»7 


90 




ibt 


4<7 
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tiatement of money coined from May i, 1905, to June 30, 1909, 
iw of March 2j, 190^, establishing the new monetary rigime. 
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R^SUM^ OF COINAGE BY FISCAL YEARS. 

Fiscal year 1904-5: 

Silver $3So, 000. 00 

Bronze 3, 300. 00 

_. , $353,300.00 

Fiscal year 1905-6: 

Gold 41, 776, 500. 00 

Silver 5,079,000.00 

Nickel __ _ _ 23 5, 000 . 00 

Bronze 182, 100. 00 

. 47.373,600.00 

Fiscal year 1906—7: 

Gold 23, 250, 000. 00 

Silver. _ _. 23.367.923. 80 

Nickel.. 566, 728.00 

Bronze 751,018.90 

^. , „ , 47.935,670.70 

Fiscal year 1907-8: 

Gold 16,600,000.00 

Silver _ _ 7.403,619.50 

24.003.6x9.50 

Fiscal year 1908-9: 

Gold I, 760, 000. 00 

Silver 6, 528,000.00 

Nickel 102, 580. 00 

8,390,580.00 

Total coinage _ 127,955, 770. 20 

This money was coined at the following mints: 

Mexico City mint: 

In gold- __ _ .• $53,386,500.00 

In silver 32,321, 000. 00 

In nickel 301,728.00 

In bronze 336. 418. 90 

86,345,646.90 

Philadelphia mint: 

In gold 30, 000, 000. 00 

San Francisco mint: 

In silver 6, 221, 000.00 

New Orleans mint: 

In silver. _ i, 086, 923 . 80 

Denver mint: 

In silver 3, 099 ,619.50 

Birmingham (England) mint: 

In nickel $602,580. 00 

In bronze 600, 000 . 00 

1,202,580.00 

Total 127,955.770.20 

Msxico, June 30 iqoq. 
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-StaiemeiU 


of domtslic siher bars bought by Ike exchange and cur- 
missKin and sent to Ihe murf for coinage. 




Number 


trnU in IuIml 


Cost. 


CoililBf valuf. 


fiscal yeal 


>,J88 


«S.SoJ.98iJ99 

lOo.oSo. 7191S8 


M.iT4.)48.8j 

a,JM,T84.:.8 




fiscal year 










J.6-S 


i8S.S6«.J=05r 


6,509,033... 









re silvet boiicht In the 



"w JO. fpop- 

Amnbx 9. — Statement of domestic gold bullion bottght. 





Pun soli). 


Coia>«f value. 




KUos. 
3.S38.S90J88 
• .54I.t=.Ji9o 
.0.319,38s6o6 










13 6(1 T« 97 












39.0J1.J689J9 











Pure gold. 


Coioase value. 


nttoU 


le mint fore 


«tl>c«> 


3.hS,I96j88 

.0. .39. 385606 
).6. 693576 




J 


.3 730 944 10 




.3.651.479-97 
955.589.05 






.9=8-9-. 




Bdyou 


\ 


31.056. 418. 19 
.5, 19... ...96 












39. 07 >. 768979 


51. 096. 881. 38 
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Annsx io. — SUUetnetU of domestic gold bullion exported. 

DEBIT. 



1908. 

Joly 

August 

September 

October 

November 

December 

1909. 

January 

Pet»ttary 

March 

At>ril 



Pure cold. 



Kilos. 

346.602849 

X, 185. 8x7343 
972.485870 

X, 408. 569353 

884. 196x45 

x,x67.47xao7 

x,8o8. X35405 

X. 543- 709337 

I. 751. 385196 

500. 748381 



XI, 469. X 30984 



Value. 



$338,803.98 
x,58x,o85.69 
X. 396.644.58 
1,878,087.79 
1.178,935.19 
1.556.634.36 

3.410.84X. X4 
a. 058. 373. 97 

a. 335. 174. 43 
667.663.83 



15.393, 133.96 



Bxpenses 
of remit- 
tance. 



$x.078.07 
5. 193. 91 
4.356.43 
6. X78. 80 
3.871. 6x 
5. 110.39 

7.9x0.48 
6. 76X.93 
7. 655. 09 

3.304.X5 



50.330.85 



Totals. 



$339.88x.o5 
X.586. 379.60 
X. 300. 901. ox 
x.884.366.59 
X. 183. 796. 80 
x,s6x.734.75 

a, 4x8,751.63 

3,065.635.89 

3,343.839.53 

669.866.98 



X5. 343.343. 8x 



CREDIT. 



1908 

Jtily 

August 

September 

October 

November 

December. - 

1909 

January 

Pet»ttary 

March 

Aprfl 



Proceeds in Mexi- 
can currency. 



$338,706.49 
X. 580. 444. 93 
X. 296.560. x8 

X, 877. 333. 09 
X. 178.558. 83 
X, 556,088. X4 

3,4x0.067.67 

3. 057. 545. 6x 

3,334.065.63 

667.370.68 



x5.386.74x.34 



Loss. 



$i.x74.56 
5,834.67 
4.340.83 
6.933.50 
4.337.98 
5.646.61 

8.683.95 

r. 490. 38 
8.763.89 

3.496.30 



55. 603. 57 



Totals. 



$339.88x.o5 
x.586, 379.60 
X.300.90X.OX 
X. 884, 366. 59 
X. 183, 796.80 
x,56x,734. 75 

3.4X8.75X.63 

3,065.035.89 

3.343.839.53 

669.866.98 



15. 343. 343. 8x 



Mbxico, Jum4 JO, jQcg 
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— specie circulation — Gold. 





Held by the 

bonki. 


Held by gen. 


"Siiir 


"SS- 


Total 


.... 
.... 

.... 


,l.M4.tli 

*B.63e..60 
51. 677. "S 

5S.1S..9SO 

SO,96j,«.o 
S<.763,.IS 

49.7)4.31= 
<7. 06^.760 
4I.191.S80 
4e, 898.330 
4T,JO>,6IO 
46. 873. 680 

46,997.060 
47.184,460 


»»47,S30 
413.890 

J.0.9.60; 
J, 870, 000 


»700,MO 
900,000 

4,840,000 
3.760,000 


t'3 


SII.OOJ 

833,770 
98 J. 105 

6:11.765 

781. TOO 

319.630 
879.0TS 
148.83s 

646,660 
189.580 
893,045 
331,560 

173. J8s 

580, 190 

378.170 
143.830 

88.. 040 
85s, ?S5 

848,960 
497.485 


>S4.S06.50O 

S6.9=«.soo 

61.346. 500 
63.546.500 
61.0,6.500 

66. 746. 500 

70,346.500 

73.366.500 
74.486.500 

75.646.500 
76.486.500 

j8,oS6.soo 

83.046.500 
83.3S6.soo 
83.386. JOO 
83.386. soo 
83.386.soo 
83,386.500 

83. 386. soo 

83,386,500 
83,386,500 

83,386,500 
83,386,500 
83,386,500 
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AnnBX 12. — Specie circulation — SUver pesos. 



1907 

January 

February 

March 

April -- 

May 

June. 

July 

August 

September 

October _ 

November 

December 

1908 

January. 

February 

March 

April 

May 

June. 

July 

August _ 

September 

October 

November 

December 

1909 

January 

February 

March 

April 

May 

June - 



Held by the 
banks. 



$16. 
13. 
12, 
la. 
13. 
14. 
12, 

8. 

8. 

9. 

9. 
10, 

II. 
II, 
13. 
13. 
IS. 
17. 
20, 

21. 
23. 
24. 

25. 

26. 

27. 
27. 
28. 
28. 
29. 
29. 



444.017 
944. 88s 
596.685 
328.557 
428,33s 
379.036 

576.527 
084, 133 
330,741 
086. 235 
965.011 
861.485 

473. 129 
958.516 

079. 247 
985,462 
6x2, 029 

763.545 
523.594 
857. 162 
356.872 
488,924 
605, 708 

449.445 

224. 115 
754.347 
326, 616 
820.917 

531.549 
869,472 



Held by 

general 

treasury. 



$5,812 
5.868 
5.890 
5.910 
6.340 

8,810 

14.850 

28,750 

43 . 000 

53.000 

74, 000 

80, 000 

90, 000 

113, 000 

130.000 

158, 000 

164,000 

289, 000 
190,000 
206, 000 
2x6, 000 
220.000 
230,000 



Held by 
commission. 



$1. 400,000 

I , 400 , 000 

I , 400 , 000 

I. 140, 000 

850. 000 

850,000 

850, 000 

850,000 

850,000 

850,000 

863 . 000 

863 , 000 

863 , 000 
I. 193.000 
2,050,000 
2, 770,000 
3,880,000 
3,000,000 
X, 000, 000 
I, 000,000 
500,000 
200,000 



Total. 



$17,844,017 
15.344.885 
13.996.685 
13.468.557 

14,278,33s 
15.229,036 
13.426,527 

8.939.945 

9, 186,609 

9,942,125 

10,833,921 

11.730.825 

12.344.939 
13. 166,366 

I5.IS7.997 
16,798,462 
19,545.029 

20,837,545 
21. 603. 594 
22,947, 162 
23.969,872 
24,818,924 
25. 763.708 
26,613,445 

27,513, 115 

27.944.347 
28,532,616 

29,036,917 
29,751.549 
30,099.472 



Mbxico. June jo, iqoq. 
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AnnBX 13. — specie drcuiaiion — Subsidiary a 



burin. 


treisury. 


Held by 


iKbuidsof 

pubUt 


Total coiMd. 


<,»oe.j48.89 
S.2Bj.7o6,66 

6,ie7,6M.W 
6, Ms, .80. 84 

1,106.389.46 

6. 661. 689. Bi 
6,100.319,08 
S.313,69'-44 
4,96^,968. T4 
S.09J.8S0.6J 

5.>»9.339,6) 

4,J36,.SS.I6 

7,<i99,6S5.9r 
7,399,63913 

7.306, 739. "6 
6,99>,3>i.4S 

6,36B.,9J-0O 
S,8JS,973*J 
6, 331, "6-1 = 

5.109.360. jB 

6.063,919.48 


«, 030,9s 

1.606.34 

»,ja6-64 

838, 73 

1j.673.1j 
19.946.0T 
6.144-61 

1,117.69 
.3,3S8.33 
9,836.86 

IS, 466.87 

.4, 3 SB. 36 
= ,647,0. 

»,9SS.8t 


»64,soo 

6a8,ooo 
568,000 

66,000 
jo.soo 

.64,000 
>o6,soo 
116.000 
lai.joo 

.8.. 500 
33 a. 000 

.84,SOO 
3>6,o8o 


(13. 4", 249. »S 

.8. s 17, 398.0. 

.0.038,364.04 

»1.SS6,3J6. 17 
J3." 1,889. 86 

IS. 660, 969. 43 
a6.7S3,6>7.6o 
«.843,391,4> 

.8,683,000.80 

19,846, 101,13 
J9. 714, 36.. 49 

.8.933,303, >B 
j8,D34,67>.1S 
a7,286,Bi..98 

.6,609,191.74 

a6,789,S36..s 

.7,736,036.84 
.8,j67,j69.71 

,8,483,096-68 
.8,464,874.0s 
.8,150,899, >l 


t.r.3TS.>46.90 
J..J41.I46.90 
.3.4JB..46.90 

>S.36j.070-70 
17.765.070,70 

31.574.690.20 
31.964.690.10 

33.914,690.10 

34.004,690.10 
34.104,690.10 
34.194,690.10 
34,194,690,10 

34.194,690.10 
34.138,690.10 
34.138,690.10 
34.138,690.10 
34,138,690.10 
34..]8,69o.ao 
34.138,690.10 

34.138,690,10 
34,308,690.10 
34. 36., 690.10 
34,361,690.10 
34,3«I,690.1S 
34,464, .70. 10 
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AnnBx 14. — Statement showing increase of fund for the regulation of the 

currency. 

[Condensed table.] 
Profit: 

On coinage of gold $3. 303. 26 

On coinage of silver 6,111, 973 . 05 

On coinage of nickel 548.963. 25 

On coinage of bronze 548, 233 . 48 

On dealings in exchange 369, 190. 85 

Interest 469, 863 . ax 

Sundry 86,219.89 

Total profit 8,137,735.99 

Loss: 

On copper coins withdrawn from circulation and melted down to 

date - -- 32, 148.70 

Expenses of refining 3>496. 14 

Total loss 35.644.84 

R^SUMd. 

Total profit $8,137,735-99 

Total loss -- 35.644.84 

Net profit 8, xo3,o9z. 15 

Original fund for the regulation of the currency 10.000.000.00 

Amount of fund for regulation of the currency on June 30, 1909. _ 18. 102 . 091 . 15 

Net profit of $8,102,091.15 earned was — 

From May i, 1905, to June 30, 1906 - i, 747.573-6a 

Fiscal year — 

1906-7 4.064.303. 71 

1907-8 1,288,563.0a 

1908-9 1,001. 750.80 

8, 102,091. z5 
Mbxico, June 30, iqoq. 

Annex 15. — Statement of cash handled by office of exchange and currency 

commission from May i, igo^, to June jo, igog. 



May I, 1904, to June 30, 1905 -_. 

Fiscal year 1905-6: 

July 

August X 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June - . 

283 



Received. 


Paid out. 


$11, 891. 06 




$11,891.06 * 


ia.933.52 




zo.678.93 


213.395. »3 




3X4. 439. 21 


163,629.07 




134.789.91 


147. 882. 06 




X78;836.40 


271. 129. 45 




363,381.89 


4,023.576.94 


4 


0x3,834.40 


3.996.164.28 


4. 


007,359.80 


4,i44.azo.40 


4 


138,396.30 


4.200.982.99 


4 


,3x7. 452. 3«' 


3.631,466.52 


3 


,633.384.07 


5.946,315-03 


5 


945.520.69 


6,977.469.77 


6 


.979. 923. 46 
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R«eiv«l. 


Paidout- 


.^,: 


!.35J.>»8.9S 
6.J30.01*.a3 

.1.980.6.9-09 
.6.793.046,8* 

J.J<6.3Stt8 
,.,6,.,.3,89 

8.798.496,81 

4. 60s -099- 33 

J.066.B.2.8. 
a. 961. 094- 45 

5.)o..4r6.so 
6.941-048.5I 

,,617.0.6.98 

j..6.,j6r.8. 
3.854. S70. or 
1.6S4.070,S. 

S.3IS. 146-66 

7.767.84^.64 
3.784-765,7. 

3.6.1,433.83 








3j6!oo8 

738, o« 
980, wr 

961.345 
746. .:,6 
76.. 469 

057.660 
605,019 

961. 78J 
9S8..60 

jfiaioSS 

8S4,3S= 

.13.639 
767.716 
783. <.« 




^ 


j^ 












S6 






, 




98 








,0,-8: 


































■^f 












n 


«8-9: 






if 








■ 1 








































>8s.35o.6oi.o6 

















""Veedmys. 



Bam. 

Ba*), 

Ba«5, 
BM6, 

Bai%5 



F INSTITUTION. 



Banco d* Londrea y Mexico. 

Bui«i PemnaulaF Hexicauo. 

Banco de ZacaUcas. 

Banco del Estado de MAcico. 
BuKO dp Coobuila. 
Banco de San Luis Potod. 
Banco de Sooora' 
Banco Occid»nlal de Mexico. 



Banco d« Guanajuato. 



J 



i^DIX I] 



on 



3992. 

4^73- 

51285. 

XXX. 

ioi7Si. 

J693. 
^313. 
3^60. 

^ix. 

ab89. 

3^96. 
x<rf79o. 



SI 

SO 

.04 

, 13 

. 60 

38 

26 

54 
60 

37 

75 
S8 
94 

7a 

73 
2a 

13 
98 

63 
47 
68 



Mortga; 
loans 



i" 



I 



23 
• 72 

. ». 63 

. .27 
$70, 127 .81 

73.534 .24 
42.967'. II 
78, 117 .62 

414. 108 1. IS 



78,412 
65 . 900 
47.901 
78.67s 
941.187 



54 
1. 01 

.65 
78 
76 
17 
90 
ox 

49 
48 



; 



Cash bonds in 
circulation. 



$80 X. 
I. 80a. 
3.395. 
2. 155. 
1.769. 
3. 182, 
2.392. 
809. 
2,56a, 



600. 00 
300.00 
100. 00 
600. 00 
600. 00 
100. 00 
400. 00 
000. 00 
900. 00 



428. 

748, 
2.787. 
3.797. 
1.932. 
2,700, 
2,596, 
1,590, 

624. 
5.621, 



400. 00 
200. 00 
300. 00 
800.00 
000. 00 
600.00 
900. 00 
500. 00 
400. 00 
500. 00 



Various 
debits. 



$4,856, 

1.469. 
2,330, 
7.179. 
8.759. 
11,322, 

15.579. 
26.437. 
40,028, 
52.279. 

2,397. 
2,329. 

a, 108, 
I. 173. 
9.514. 

11.469. 

12,400, 

15.384, 
37.920, 
37.788, 

50, 231, 



081.58 
998.47 

413.94 
XI4'30 

676. 31 

939.30 

113-49 
138. 3X 

387.71 
737.91 

390. 70 
311.93 
903.39 
338.68 

359.87 
5x1.81 

525.55 
147-41 
731.76 

133. 36 

592-35 



Total. 



$10,856, 
11,546, 
17.656, 
26,835, 
30,383, 
30,396, 
SI. 466, 
77.009, 
xoo,434, 
131,778, 

8,397. 
11,766, 
14,361, 
18,788. 
33.438. 
30.442. 

43.955. 
50,488, 
88.058, 

104.695. 

128,375. 



081.58 
396. 13 

647. 19 
633.78 
758.06 
557.68 

903.27 
663. 39 
366.36 
158.69 

390. 70 
893.89 
037. 67 
176.18 
897.90 
777.81 
809. 85 
864.47 
792.43 
377.35 

033. 13 



1 
3 

3 
4 

5 
6 

7 
8 

9 

10 

I 

3 

3 

4 

5 

6 

7 
8 

9 
10 
II 



I 

I 



B^]sr: 



Loans on col- 
lateral. 



3r 
iree 



z 



i^ 



$258,900.37 

116,898.47 
330,896.91 
307,036. 00 
496. 138.24 
798,217.75 
I, 162, 706. 16 

1,827.914. 19 

1,033.572.63 

887.629.94 

700,321. 20 

185,644.79 
127.512.97 

398, 219.67 

393.315.7^ 

631. 181.44 

1, 137.680.6(5 

886,295.70 

I, 129,506. i| 

1.434.725.56 

797.S70. 40 

733.091.5? 



77 



34 
24 



Mortgage bonds 
in circulation. 



Various debits. 



$4,797. 
6,962, 

7.679. 
9.6|6, 
9.851, 

io,3S7. 
11.636, 
12.541, 
16,474, 
17.075, 
29.000, 

6,546, 
6,3^1, 
9.104. 
9,947. 
10, loi. 

11.104. 
11.732, 

15,047, 
17,276, 

23.2X2, 

32,836, 



600. 00 
800. 00 
000. 00 
700.00 

200. 00 I 

900. 00 ! 

I 

500. 00 I 
300.00 I 
600. 00 
800. 00 
500. 00 

400.00 
516. 00 
700.00 
000. 00 
000. 00 
900. 00 
400. 00 
100. 00 
000. 00 
600. 00 

200.00 



$1,450. 
1,492, 
1,764. 
2.470. 
2,360, 
1,615, 

2,937, 

5.410, 

4, 112, 

3.598. 
3.115. 

1.469, 
1.448, 

2, 213, 

1.995. 
2.275. 
2,001, 
3.572, 

3.731. 
3.782, 
2,8x1, 
5.320. 



X92. 18 

170.57 
176.09 
146.84 
191.43 
794.77 
6x0.05 

598.93 
624.32 

343 31 
39:. 81 

849. 25 
685.53 
473.48 
932.61 

549.91 
534.70 
064. 92 

653.75 
735. 36 

483.39 
286. 23 



Total. 



$11,989. 
13.921, 
14.737. 
19.533. 
19.615, 
19.829, 

22,3X1, 

26,388, 
39.702, 
33,837, 
44.949. 

13.552. 

13.329. 
18,720, 
19.312. 
19,700, 
20,925, 
23.351. 
27.453. 
32.844. 
38,515. 
51.934 



35a. 93 
567.29 
258.50 
162. 80 
526.03 
779.38 
577.66 

461.43 
749. 26 
187.52 
558.22 

476.47 
200. 92 
889.49 
916.43 
461.55 
465.90 
822.66 
692.74 
304. 85 
088.57 
101.84 



I 
2 
3 
4 

5 

6 

7 
8 

9 
10 
II 

I 
3 
3 
4 

5 
6 

7 
8 

9 
10 
II 
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% 



1 



^^ 



■■ , X 



r 






r 
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